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THE ROYAL COMMISSION ON FEDERAL TAXATION 


ANGUS. STONEHOUSE & CO. LTD. H 
TORONTO, ONTARIO } 


TO THE CHAIRMAN AND MEMBERS 


Gentlemen: 


1. The Winnipeg Chamber of Commerce is an associ- 
ation of business and professional men and women, numbering 
over 2,000, organized for the common purpose of promoting 
the commercial, financiai, professional, educational and 
social conditions of Greater Winnipeg in particular, and 
of Manitoba and Canad« in general. It was incorporated 
by an Act*of the Legislature in 1973 as the Winnipeg Board 
of Trade to serve the Town of Winnipeg and, even in those 
days, its Act of Incorporation specified that any resident 
of Manitoba should be eligible for membership. Throughout 
its history, thePefore, it has sought to serve economic 
eno: hreader than those merely of the City of Winnipeg. 
Ite members represent every municipality in Metropolitan 
Winnipeg and. othe» Manitoba municipalities as well. 

2. In the light of this background, it may not be 
surprising that this Chamber has chosen a broad approach 
to the matters under study by this Royal Commission, and 
it wishes to assure the Commission, if such assurance is 
necessary, that its recommendations are aimed at no narrow 
or parochial gain, but at the general good of all Canadians). 

3. There is a strong consensus among Canadians 


that the economy is displaying scricus signs of malfur 


ticning, and that the principal symptoms of this he 2 
Pineitonine are the following: 
a) The level of unemployment is disturbingly high; 
b) The Balance of Payments, an important measure 


of the health or “illth" of a trading nation, 
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1 has been in a generally unsatisfactory condition 
2 for some years, despite some recent improvement 
3 in the trading account; 
4 ec) Canadian control over her own resources and 
5 economic processes is being threatened by too 
6 high levels of American direct investment; and 
7 d) The economy lacks bivyancy and sufficient indi- 
8 cation of future ¢ ~*h of a well-balanced 
9 nature. 
10 4k, Suggestions have not been lacking for putting 


11| things right. Criticism has been levelled at monetary 

12) policy, foreign trade policy, and lack of governmental 

13| planning, to mention a few areas of complaint. These are 

14|| subjects which lie outside both the terms of reference of 

15| this Commission and the immediate interest of this brief. 

16| We believe, howeve-, that si lexst part of the solution to 
“id Sear problems may ve2ll lie within the tax environment in 


i 


is |which our free enterprise system must function, and it is 


19 


to this subject that we address ourselves in this sub- 


cd aaa 

21 | E We woul. like to observe at the outset that from 
22|\ the standpoint of Manitoba as a whole, it is likely that 
23\\the most significant circumstance affecting the province, 
4) baR-NLSes is tnet of federal-provincial tax-sharing. This 


95 | subject, we gather. is specifically excluded from the terms 


26)0f reference of the Commission. We would merely observe, 
27| therefore, th-. even assuming a highly successful conclus 
28 |\to the work of your estimable Commission, for which we hold 


vag Nea greatest nupe, vexing problems will stili remain as 


| regards the equitable sharing of tax revenue within the 
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1| federal state of Canada. Had this subject been included 
iD your terms of reference, we would undoubtedly have 

3) considered it incumbent upon us to make a representation 
4) concerning this matter. 

5 6. Further, we have not commented upon problems of 
6) taxation at provincial and municipal levels of government. 
7| Whether these are clearly excluded from discussion, we are 
not certain. 

7. Here we would note that we are very much aware 
that when a total tax structure is touched at one point, 
reactions are likely to occur at others. This, we think, 
i} is chiefly for two reasons: first, experience seems to 
suggest that taxing authorities, like nature, abhor a 
vacuum. The vacating, or partial vacating, of a tax field 
by one level of government is likely to be interpreted by 
other levels of government as an open invitation to take 
up occupancy; and secondly, it should always be kept in 


mind that in the last analysis taxes are borne by persons, 


and the total burden of taxation is not likely to be felt 
any the less because it is imposed by three separate 
authorities vigor thee same persons. We mention this merely 
to emphasize the need for always having in mind the desir- 
ability in a country such as Canada, of a balanced and in- 
| tegrated tax structure, without which tax reforms, in the 

j ultimate effects, are likely to turn out to be mere 


| illusions. 


8. We would also observe that we are aware of the 
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1] functioning for some time, and to which taxpayers may have 


2| become accustomed. While we recognize that this argument 


3| may have merit in political and administrative terms, we 
4| believe that an easy acceptance of this as a precept would 
5| preclude sufficiently serious consideration of tax changes 


6) which might otherwise do much to improve not only the tax 


7| structure itself, in terms of logic, simplicity, con- 

8} sistency and equity, but also the overall functioning of 
9| the Canadian economy which, as we stated in introduction, 
10| 18 our primary concern. It is probably unnecessary to 

eit aie that this final observation has been directed not 
2) ae the Commission, but through the Commission. 

13| 9. There are four principal aspects of taxation 
14] which must inevitably be given consideration in any study 


15] of the system. These are the following: 


16 | a) The effect of taxation on the size of the Gross 
17 National Product; 

18 | b) The productiveness of the tax system in pro- 

19 viding the revenues which gover nent must have 
20 in order to meet its legitimate responsibilitie 
21 c) The way in which the tax burden is distributed; 
22 and 

23 d) The size of the Gross National Product in the 
24 | private sector, i.e. after elimination of 

25 government spending. 

26 | 10. We have attempted to keep all four of these 


27| aspects before us. The main burden of our argument, how-— 
t 
28| ever, is that the first is of over-riding importance, 


29| having in mind the present state of development of the 
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1| Canadian economy. The Gross National Product is the indi- 
2| cator par excellence of the national economy. Within its 
3| magnitude lie most of the problems of the economy and 

4| most of the solutions to those problems: the level of 

5| employment; the standard of living; the international 

6| trading position - in short, the viability of the entire 

7| economic system. In addition to all these, there is a 


8| distinct funtional relationship between the size of the 


9| Gross National Product and the size of taxation revenues. 
10| Furthermore, it is a matter of simple arithmetic, for 

11|| example, to show that a 20 per cent tax revenue from a 

12| Gross National Product of $50 billion is superior to a 30 
13] per cent tax revenue from a Gross National Product of 

14), $30 billion, quite apart from the other great benefits 
15|which would accrue from such a larger national product. 

16 11. In keeping with the foregoing views, we now 
17||\present our recommendations, with some comment and obser- 
18) vations following them. We would like to impress upon the 
19|Commisssion the importance which we attach to the "packaged 
20||nature of these recommendations. They are not merely a 
21\|\series of disparate suggestions intended to stand iene? 
22|/but rather an integrated complex, intended to complement 
each other. 

12. We recommend: 

a) That the progressive feature be removed from the 
personal income tax schedule, that tne basic 
exemption be increased by $500, and that there 
be levied a flat rate of tax of the order of 
15-20 per cent, or lower, inclusive of provincia 


income tax, depending on the revenue requirement 
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of government from time to time; 

b) That the corporation income tax be changed to a 
flat rate of the order of 30 per cent, includin 
provincial corporation tax, also that corpora- 
cee be permitted to remit consolidated income 
tax returns, having the effect of offsetting 
profits in one area of their activities by 
losses in other areas, for tax purposes; 

c) That the federal sales tax be increased, if 
necessary, for revenue purposes as to rate and 
broadened in its applicability to include 
services as well as commodities - that it 
become, in fact, a broadly based tax on con- 
sumption expenditure; 

d) That the interpretation of income for tax 
purposes be extended to include realized capita 
gains, with relief for capital losses through 
"loss-carried-forward" provisions; and 

e) That a method be provided for payment of federa 


estate taxes over a fairly long period of time. 


13. We have calculated the likely effect of sug- 
gested changes in the personal and corporate income tax 
rates, without taking into account any anticipated increas 
in Gross National Product growing out of them, to be as 


follows: 


Loss of revenue from personal income tax 

employing a flat rate of 20 per cent 

and an increase of $500 in basic 

GXENMIELON 2 55 ee Se me ee eee 


Loss of revenue from corporation 


income tax employing a flat rate 
of 30° per cent... « 


« bd e . . ° . 24. million 
(based on 1962 taxation statistics 2 19, BLL Lion 
published by D.B.S. for the tax year 1960) 
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1 14. On the other hand, it appears from an ex- 

2 amination of Canada's national accounts that personal 
3\|expenditures on services constitute a very significant 

4| proportion of total expenditure. If a major portion of 
5|such expenditures were included in the sales tax base, it 
6| would appear to be by no means difficult to increase 
7\federal revenues by an amount considerably in excess of 

g| $500 million. This, together with the proposed capital 

9| gains tax, would more than offset losses in revenue 

10| occasioned by the proposed changes in the income tax. 

11 THE PERSONAL INCOME TAX 

12 15. Canada is still a relatively young country in 
13|| economic terms and thus an essentially dynamic one. It 
14\|\has many resources still to be exploited and, for that 

15| matter, still to be discovered. It also has important 

16) areas at the levels of secondary and teriary industry to 


17||be developed. Within our free enterprise tradition, the 


18|| required dynamic element has been provided in the past by 
19|| talented individuals prepared to work hard and to bear 

20| risks. In addition to this, the growth of large corporate 
21|| enterprise has gnsateed the professional executive, whose 
income is made up largely of salary. 

16, Progressive income taxes strike with particula 
force at these individuals and are at complete variance 
with the logical concept of greater reward for more work. 
Our recommendation respecting the personal income tax is 
motivated in part by our solicitude for these important 
key men in our dynamic society and our desire to increase 


these incentives. In addition to this, we fail to discern 
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1| any clear logic or necessity in progressive income taxes, 

2| despite their rather long tradition of acceptance. We 

3| recognize that a theoretical case had been advanced for 

4) Such progression as an automatic stabilizer, but there is 

5| little real evidence to suggest that Canadian governments 

) ee seriously or consistently attempted cyclical ores | 
7 17. In any case, it seems to us that flat rate a8 | 


| 
H 
i 


g| come taxes can achieve those budgetary effects almost as 


1 
am | 


well, and probably with greater predictability. As to 
the supposed revenue effects of income tax progression, 
these have been largely illusory, in our opinion. | 


18. It will be observed that even with the increase 


in basic exemption, which we have proposed in order to 
mitigate the effect of the change on those with lower 


incomes, the loss in revenue is not great. There might, 


in fact, be no loss at all if the removal of progression 


results in the stimulus to economic activity which we 


think it will. 

19. We are assuming that Canadians are possessed 
of sufficient economic rationality to wish to maximize 
their net incomes. If income results from work, and if 
work results in productivity, the incentive effect of a 
flat income tax rate should, we believe, be beyond argument 
In addition, it should provide certainty and simplicity, 
and redirect time and effort away from the unproductive 
occupations of attempting to avoid the tax and into pro- 
ductive channels. It should also serve to prevent the 
distortion of business organization induced by attempts 


to avoid taxation. 
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1| THE CORPORATION INCOME TAX 

2 20. The presently existing progression in the 

3| corporate income tax is likewise a tax on efficiency in 

4| many cases, and consequently a drag on productivity. It 

5) also lacks logical justification. We are not contending 

6| that the removal of progression from the corporation 

7| income tax and the imposition of a flat rate of tax of the 
g| order recommended will necessarily cause no loss of 

g| revenue, because it may well do so. Our contention is 

10| based on other grounds. 

11 21. The incidence of the corporation tax is a 

12| matter of debate. Some hold that it is passed on to con- 
sumers of the product of the corporation through higher 
prices; others that it is borne principally by capital; 
still others argue that much of it is borne by the employ- 
ees of the corporation - that is to say, by labour. 

22. We do not believe that we can resolve this 
controversy. We would observe, however, that if the tax 
is borne by capital, it may cause capital to move out of 
the enterprise, probably through a reduction of output. If 
it is borne by consumers, on the other hand, it will have 


effects similar to a sales tax, but without the exemptions 


which tend to remove the regressive aspects of the ordinary 
federal sales tax. If it is borne by labour, this could 
scarcely be considered desirable, 

23. Any discussion of corporation a inevit- 
ably leads to the question of the propriety of treating 
co-operatives differently from other corporations. We 


believe that co-operative patronage dividends should be 
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2| profit. Whether or not the framework of corporate taxatio 
4s altered, we believe that patronage dividends should be 


taxed in the hands of the co-operative at corporate rates. 


If corporation income taxes were removed from distributed 
corporate profits, an equitable relationship would prevail 
between these two forms of enterprise, provided neither 
form of enterprise is permitted to funnel profits untaxed 
at corporate rates into capital funds by the use of patron- 
age dividends satisfied otherwise than by cash. 

THE SALES TAX 4 

24, It has been too readily assumed, in our 
opinion, that expenditure taxes of the sales tax type are 
inevitably regressive in their incidence. Such is not 
necessarily the case, especially when they are qualified 
by certain exclusions from tax, as for example, food and 
shelter, 

25. The possibilities inherent in a broadly based 
federal sales tax to replace in part taxes . income or on 
estates are, in our view, eminently worthy of the fullest 
consideration. 

26. Such taxes may be levied in different ways. 
They may be of the present federal type, falling ahs 


manufacturers' level, in which case they are commonly call 


indirect; they may be of the so-called direct type, being 
levied at the retail level, as in the case of provincial 
Sales taxes; or they may be, as they are in some countrie 
value-added taxes or turn-over taxes, falling at various 


levels of production and distribution. 
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27. We have already made some reference of a 
statistical nature to the revenue possibilities inherent 
in a broadly based sales tax. Speaking further in more 
abstract terms, the advantage which we discern in taxes 
on consumption over heavy taxes on income and assets is 
partly psychological, and is related to incentives. If 
it may be assumed that taxation tends to create dis- 
incentive, it becomes then a matter of determining whether 
it is better to discourage the acquisition of income, for 
example, which normally results from productive work, or 
to discourage consumption. 

28. Heavy taxes on income tend to reduce both 
disposable income and the incentive to acquire income and, 
consequently, reduce the ability to both consume and save. 
A shift of taxation from income to consumption expenditure 
should encourage the acquisition of income and hence the 
ability to consume, thus tending to maintain consumption 
in spite of the tax on consumption. In addition, such 
a shift leaves the taxpayer in the happier position of 
possessing freedom of choice - that is to say, he is free 
to consume or not consume, and not merely free to work 
or not to work. If he consumes, he provides revenue to 
the government; if he saves, he provides funds for 
investment, which should have beneficial effects on the 
Gross National Product, on the Canadian ownership of 
Canadian resources, and on the future ability of Canadians 
to consume, through higher incomes. 

29. Such taxes, through their remission, also lend 


themselves readily to the encouragement of exports, and 
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might greatly increase the competitiveness of Canadian 
products in foreign markets. 
30. It should be noted that our recommendation 


with respect to such a form of tax envisages that it be 


z00..24 aa broad scale, including services as well as 
>omm tities. It does not envisage, however, many 
exempcions. 


CAPITAL GAINS 

31. In presenting our recommendation that realized 
capital gains and losses be included in the determination 
of taxable income, we appreciate that we are venturing 
into an area fraught with administrative difficulty. We 
believe, however, that if we are to argue consistnetly 
for logic in our tax structure, we cannot avoid this 


contentious subject. We should like to observe at the 


outset, however, that we do not recommend a tax on realize 


capital gains unless the personal tax rate does not exceed 


a_ maximum rate of 20 per cent. Our reason for taking 
this position is simply that the presence of the progres- 
sive feature in the income tax immediately brands the tax 
structure as lacking in logic and in equity, and hence 
the addition of a similar tax on capital gains would tend 
merely to compound the error, and enhance the illogic. 
We would again emphasize that this recommendation is an 
integral part of our package, and must not be removed 
from this context. 

32. It is sufficiently obvious, we think, that for 
reasons of both administrative feasibility and equity, 


such taxation must be applied only to realized capital 
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gains, and not to accrued gains. 


THE ESTATE TAX 


33. We believe that the féderall estate tax under 
its present regulations is harshand' diteuptive. Speak- 
ing in quite general terms, the onlyy llogic which we can 
see in death duties in a society chaziracterized by private 
property is that they are productivee of revenue. Con- 
sequently, the question as to whetheer they are progressive 
or not is hardly relevant. If it iss ‘to be netained on 
revenue grounds, however, we urge that: iit terms of pay- 
ment be modified in such a way as to avoid the forced 
liquidation of assets, particularly those held in going 
concerns, in order to meet the present payment dealine. 

34. It is our belief that these terms of payment, 
along with the severity of the tax rates, is responsible 
for a good portion of the loss of Canadian ownership and 
control, We believe as well that the expectation of 
death, under these conditions, has had a further dragging 
effect on the willingness of single proprietors to pursue 
active and expansionist business policies in the later 


years of their lives, and that it has in many instances 


caused liquidation and loss of control well before the 
demise of such proprietors. 

35. In summary, it will be seen that we have 
recommended that the progressive feature of both personal 
and corporation income tax rates be eliminated, that these 
taxes be levied at a flat rate, and that any deficiencies 
in revenue which may result from these changes be made up 


from a broadly based tax on consumption expenditure, along 
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with a. broadening of the interpretation of income to 
include capital gains. We believe that this is the 
correct direction in which tax reform should proceed in 
Canada in order to encourage domestic investment, to 
improve employment opportunity, and to enhance Canada's 
competitive position in world trade. We believe that 
these proposals. should also reduce the incentive to 
avoid or evade, and that they should have the effect: of 
making the tax system more logical. 

36. In conclusion, we would stress once more the 
importance, from our point of view, of considering the 
foregoing proposals in toto. As it appears to us, this 
is essential if our siggested revisions are to meet 
their objective, namely to create a better over-all tax: 
environment within which all sectors of the Canadian 
economy may more effectively function. 

Respectfully submitted, 
THE WINNIPEG CHAMBER OF COMMERCE 


by Evan McCormick, 
Executive Director. 


Winnipeg, Manitoba. 


July 26, 1963. 
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SUMMARY OF RECOMMENDATIONS 
De Co-operatives are legally incorporated. They 
erune in their own names, for profit. Their shareholders. j. 
have the benefit of limited liability. In every essential 
respect they are identical with all other corporations. 
The only respect in which they differ is that their 
shareholders and their customers are one and the same 
group. 
res If there were no corporate income tax it would be 
a matter of indifference to the central body of their 
shareholder-customers whether dividends were based on 
share ownership or on purchases. The relative shares 
in the distribution would be about the same on either 
basis. But when there is a very heavy corporate income 
tax and when co-operatives are given nearly complete 
exemption from it if they will distribute their profits 
as a percentage of sales and not of stock held, they are 
given a great and cumulative advantage over their fully 
taxed competitors. 
Se We submit that this gross discrimination against 
those who are fully taxed should be ended now and ended 
completely. 
4, No matter what specious reasoning led to the in- 
sertion of these exemptions into the Income Tax Act, 
their disruptive effects upon income tax collections and 
upon the allocation of resources within the economy are 
so great that they can no longer be safely borne. 
ie Co-operatives have increased their share of the 
market at a very high rate indeed. They have accumulated 


j large capital resources and have arranged their lines of 
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access to further funds. The limiting factor upon their 
further healthy growth is not in access to capital but 

in executive man-power; and that is being rapidly cor- 
rected. Graphs I, II, and III herein show a rapid in- 
crease in the share of the market taken by co-operatives. 
Equity and the protection of the national revenue alike 
demand full equality between all corporations which trade 
for profit, regardless of the breadth of ownership which 


some possess. 
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PART I 


A_STATEMENT OF PURPOSE 


Mr. Chairman: 

I appear before your Honourable Commission as 
President of the Western Retail Lumbermen's Associ- 
ation. This Association exists to serve retail 
lumber merchants in the three prairie provinces and 
in the adjacent parts of Ontario and of British 
Columbia. It is "open to any person, firm, or cor- 
poration within the territory mentioned in Article l, 
primarily engaged in the retail lumber trade for pro- 
fit, carrying an assorted stock of lumber, sash, door 
and other building material sufficient tc properly 
serve the building needs of the community in which 
he operates ..." (Article 2). It has had a con- 
tinuous existence since 1890 and is, therefore, among 
the oldest of trade associations not only in this 
country but on this continent. 

I may add that we speak here with the full and 
formal support of The National Retail Lumbermen's 
Council of Canada. The Council has power to act only 
with the unanimous approval of the six constituent 
regional associations. We can therefore claim to 
speak with the voice of all the retail lumber asso- 
ciations in Canada with a total membership of 2500 
yards. 

I appear for one purpose only. The Association 
directs me to protest against the gross discrimina- 


tion in favour of co-operatives which now arises out: 
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of the present form of the Income Tax Act and of the 
regulations made thereunder. 

This is not a matter of opposing co-operatives 
as such. We are private enterprises in a free econo- 
my. If for no other reason than the defense of our 
own rights, we must stand ready to defend the rights 
of others to venture their capital in trade in any 
fashion that seems good to them. Co-operatives are 
one of those new forms. 

We do not defend freedom of enterprise on this 
ground alone, or even mainly. Political and social 
freedom can exist only where there is the right to 
income free of the power of the state. It is through 
private Site peas that men develop the income which 
permits them to be independent of, and, if need be, 
to challenge the actions of those who exercise power 
in the name of the state. It is in these terms that 
our main defense of private enterprise is cast. It 
is the nourishing soil from which political and 
social freedom spring. 

We accept the competition of co-operatives, 
then, as a something which is necessary if one is to 
respect the basic right of free entry into any trade. 
We do not speak here in general terms but out of 
direct personal knowledge. The Prairie West is going 
through a major economic change in which both the 
manner of doing business and the locations at which 
it is done are changing drastically. The lumber 
yards owned by co-operatives, being, on the average, 


more recently established, have been able to profit 
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by the experience of the older private yards. 

We accept the difficulties of these older yards 
as part of the price of progress. In a free enter- 
prise society adjustment to new conditions is the 
minixtce price for survival. 

The purpose of this rigorous test of economic 
effectiveness is to produce a rising social product 
per head of population; and if it is to achieve its 
purpose it must be applied as uniformly as possible. 
All those who compete for the use of economic resour 
ces should stand on an equal footing under the law; 
but if co-operative corporations can slip through 
the net of a heavy corporate income tax while their 
competitors can not, then this is no longer a win- 
nowing test of relative efficiency. The rapid 
growth of co-operatives may merely prove that they 
bask in the favour of the taxing authority; it 


ceases to be a "prima facie” proof of social effi- 


This is the question which arises inevitably 
with respect to co-operatives in Canada. This 
manner of cperation is designed to produce a cor- 
respondence between the size of any individuai's 
volume of purchases from the co-operative and his 
ownership of its share capital. Past purchases 
generate the distribution of profits kmown as 
patronage dividends. Those dividends are not paid 


in cash but, usually, as shares of capital stock (1) 


1. Until the early 1950's, it was also common 
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The recipient is not given a choice between receiving 
shares or an immediate money payment. A resolution to 
the effect that shares alone will be distributed, 
when passed at a meeting of the Co-operative, is 
binding upon all members. In the ordinary practice, 
shares issued in one year are retired a certain num- 
ber of years hence (2) so that those who trade with 
the co-operatives also provide its operating capital. 
Therefore, any individual who is a member of a co- 
operative over a long period will tend to have an in- 
vestment in it which is in proportion to his pur- 
chases from it. 

The only condition under which this rough equi- 
valence can be disturbed is by a sudden change in the 
volume of purchases. For example, a member who had 


been a heavy purchaser for years might move away 


(1) con't....to put patronage dividends into a de- 
ferred patronage dividend reserve from which pay- 
ments were later made by annual classes. It was 
then abandoned in favour of the distribution as 

share capital. In the ordinary practice, shares 
issued in one year are retired a certain number of 
years hence (2) so that those who trade with co-opera 
tives also provide its operating capital. 

(2) Cases are also known where a given percentage 

of the shares outstanding are retired each year 


regardless of the recency of their creation. 


ey ui ieee e's 10 
De ga'ing went 


Ba nisi w oe 
“hae wulto @f2 a9 actents. Lea 
WT awnene ‘evi sare al anpaans sonte 
a Sry sow e. 
mn Hae ohn iB! dct AF wales toatis Yo tance 
| itlheiecamemniad fs senso een 

i evens rentan tt me wee 


from the district and would be left as a large share- 
holder but without current purchases. Similarly a 
man who has passed the age of 70 might retire and 
reduce sharply the level of his purchases. 

Provision is generally made to buy back the 
shares held by those who have moved away and also to 
re-purchase the shares of those who attain the age 
of 70 or, at most, of 75. Neither of these correc- 
tions of an imbalance between investment in the co- 
operative and purchases from it can be claimed as a 
matter of right; but, if the financtal position of th 
co-operative makes it possible to do so, the invest- 
ment is usually reduced or eliminated by a special 
payment. 

Given this general correspondence between in- 
vyestment in and purchases from the co-operative, it 
is a matter of indifference to the great body of 
thelr members whether their proportion of the profits 
earned by the corporation is calculated nit the 
shares held or upon purchases. Their interest is in 
the net gain to them and a shift from one manner of 
calculation to the other would oyoduce only the mest 
minor changes in relative shares. 

However, under Canadian law and reguiations the 
manner of calculation is not a trifling matter. If 
the earnings are distributed as dividends upon the 
shares then they attract corporate income tax while 
in the hands of the corporation, at the rate of 21 
per cent on the first $35,000 and at 52 per cent on 


any excess over that amount. They attract tax a 
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second time under the personal income tax in the 
of the recipient. 

There is no way in which an ordinary corpora- 
tion can avoid these consequences. Its shareholders 
and its customers are two distinct groups. It 
raises its operating capital from the first under 
an implied promise to use it fruitfully and to pay 
out dividends as and when it is able; it sells to 
the second group in an arm's length transaction. 
Its manner of calculating its profits for distri- 
bution are compelled upon it by the basic facts of 
its structure. 

The position of the co-operative is totally 
different. Its shareholders and its customers are 
one and the same. Theve is no need for it to de- 
clare a dividend upon its stock in order to benefit 
those who provide the capital. To do so would 
attract corporate income tax and therefore reduce 
sharply the amount of the dividend which could be 
paid. It would also expose the shareholders to 
personal income tax upon that part of the Retained. 
of the earnings which finally reaches them. It 
merely pays a dividend upon patronage to achieve 
the pa result. By so doing it escapes nearly the 
whole of the Corporate income tax upon its own 
earnings and the patron shareholders who are the 
recipients of the distribution also escape personal 
income tax if the dividend is calculated upon items 


purchased for personal consumption. 


The law does provide for the payment of income 
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tax upon patronage dividends received in respect of 
goods or services which are the operating expenses 
of a business, but the addendum at the end of this 
section indicates that there is probably 2 substan- 
tial gap between the letter of the law and its 
uniform application to all those who are taxable 
under it. 

This is an enormous advantage, a premium put 
upon the co-operative organization not because it is 
any more efficient but because it does not deal at 
arm's length with its iii aac They are also its 
shareholders and their economic interest is in get- 
ting money or money's worth, net of taxation, from 
it, and not in the manner in which that gain is 
computed or paid. 

This is a shameful exercise of favouritism 
toward 4 group which possesses great political 


power. 


There is no argument upon the point of prin- 
ciple. This matter was considered at length by 2 
Royal Commission in the 1940's and it was then 


decided that co-operative corporetions had income 


— 


as such. The “Income Tax Act” accepts the fact 

that they have income and provides that they shail 
be taxed upon a certain minimum amount of the in- 
come left after the major part has been appropriated 
to patronage dividend account, a loop-hole big 


enough to accommodate a six-horse team and a circus 


wagon. 
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We do not ask that they be penalized in any 
way. We merely say that if, in logic and in the 
letter of the law, co-operative corporations are 
recognized as having income then they should be 
taxed upon that corporate income exactly as are 
other corporations. 

No other conclusion is possible. Co-opera- 
tives are incorporated as separate and distinct 
legal persons. They trade as principals and in 
their own names. Their shareholders have the ad- 
vantages of limited liability. At no point in 
their operations do they differ in any essential 
respect from their competitors. Only after the 
financial year is complete and an audited statement 
is in hand do they proceed to distribute the profit 
which the corvoratic> has earned; oe then they come 
under the special exemption for patronage dividends 
which is drawn in general terms but of which t'jey 
alone can take full advantage because their share- 
holders are also their customers. 

This is a totally capricious form of exemption. 
It makes the taxation of income in the hands of the 
corporation depend not upon its nature but on the 
manner in which it is subsequently distributed. 

One has only to think of what would happen if all 
corporations were provided with an alternative route 
by which they could transfer dividends to their 
shareholders without attracting corporate tax to 


the income from which such dividends are paid, to 


see how preposterous this situation is. 
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If all could escape taxes by the proper iegal 
footwork, how many would remain as contributors to 
the public purse? 

We know that some have despaired of rectify- 
ing this situation and contemplate the repeal of the 
corporate income tax and its replacement by a gen- 
eral sales tax at a high rate and with a minimum 
niin of exemptions. That course would end the 
discrimination in favour of co-operatives which 
now exists. 

We suggest that this is giving up too early. 
If one were moving from a period of very light 
taxation, - say 5 per cent of the national income - 


into a situation where the total burden would be of 


tax @s more desirable than a corporate income tax. 
But in fact the corporate income tax has been in 
effect for over 40 years. The community ts adjusted 
to it. And in the particular case of the disecri- 
mination in favour of co-operatives nothing more is 
required than a uniform application of the tax to 
2ll corporate tax ommeen. In those terms, this 
seems a very modest request. 

We regret taking uo so much of the time of 
the Commission upon what must seem an elementary 
statement of the truth, and one which others have 
already brought to your attention; but until this 
gross injustice is rectified, those who are now being 
slowly forced out of business by this concealed sub- 


sidy cannot help but protest against it at every 


the present order, then one might regard a sales 
| 
i 
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possible opportunity. 

We feel that in so doing we not only serve 
our own interest in survival, we also serve the 
national interest. For better or for worse we live 
in a social service state. A government which is 
going to distribute benefits with a free hand must 
collect taxes with a heavy one. Discriminations 
which might be bearable when the rate of tax is low, 
become totally insupportable when it is heavy. In 
the latter situation, gross discrimination is, in 
the end, destructive of those who suffer from it, 
and government is compelled, in its own interest, 
to erase those discriminations which prejudice its 
own sources of revenue. 

The Canadian Tax Foundation has already point- 
ed out to you that government expenditures are 
rising more rapidly than national income. The 
Dominion government has been in deficit in every 
year since 1957 and the net debt has been rising - 


sharply ever since that date. (3) 


(3) A less tolerant view of the matter would 
put the gross debt as being the more informative fi- 
gure because of the poor quality of many of the thing 
treated as active assets. In that case, the year 
ending March 31, 1950 marks the post-war low. Since 
then, there has been an almost continuous rise. The 
gross debt was $16,751 millions at March 31, 1950, 
it was $22,908 millions at 1962 and is still rising 


sharply. CANADA YEAR BOOK, 1959, p. 1063, and 
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i that what was the mere shadow of a man's hand when 
2 the McDougall Commission met is now a major problem 
3 and threatens to become an engine of destruction of 
a the corporate income tax if co-operatives are not 
5| now to be brought to a basis of equality before the 
6| law with other business enterprises. To that task 
we now turn. 
ADDENDUM TO PART I: 
9/1.A.1 As was indicated above, patronage dividends 


10 received on goods or services charged as business 


* 
() ~ ; 
4 
= = ee, 


11 expense are part of business income and therefore 
12 subject to income tax in the hands of the recipient. 
me In an effort to find out how this part of the Act 
al was applied a visit was made to the Income Tax 

15 Building in Regina on Friday morning, June 14. 
16)1.A.2 The question which was put was whether local 
17| co-operatives were required by the Department of 

18 National Revenue - Taxation to report patronage 

19| dividends paid on slips analogous in character to 
20| T-5 slips on which all corporations are required to 
21 | report dividends paid upon their stocks. The woman 


22 at the information desk referred the inquirer to the 


23 | corporate section on the second floor with instruc- 


24 tions to ask for a corporate assessor. When the re- 
25 quest was repeated on the second floor, 2 young man 

26 | was produced who said that he really couldn't say 

27 | what the procedure was. He knew that if the Depart- 
28 ment found that taxable patronage dividends had been 


29 received it insisted on their inclusion in taxable 


a income; but he couldn't say what steps the Department 
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i 
took to inform itself. He thought that if one were 
really interested and wanted definite information 
one should go across to the offices of Federated 
Co-operatives Limited. They would surely know what 
was dtne. 

It was then suggested that there was something 
odd about being sent by the Department to an outside 
organization to find out what the departmental 
practice was. Would he please take the inquirer to 
his superior officer? 

At this suggestion, he sharpened up consider- 
ably. That was not really necessary. If one would 
wait a moment, he could easily get the answer. He 
left the room for a period so short as to throw 
doubt on the possibility that he consulted with any 
other person, then came back to say that co-opera- 
tives were not required to make any report of pa- 
tronage dividends paid. | 

What proportion of co-operators now escape 
taxation upon patronage dividends could, of course, 
be Known only by a matching of the records of the 


co-operatives with the returns filed with the 


Depertment of National Revenue. A sampling study 
which would answer the question is surely not beyond | 
the capacities of a Department whose annual pubhli- 
cation TAXATION STATISTICS was one of the first to 
make use of this technique for developing useful 
knowledge quickly and relatively cheaply. Until 
such a study is produced, it is probably reasonable 


to assume that good assessors with access to local 


sources of information catch a substantial propor- 
tion of those large operators whose patronage divi- 
dends are proportionately large. How many assessors 
fall in that category is uncertain; and lacking the 
basis of a report from the co-operatives of patronage 
dividends paid, it seems reasonable to assume that th 
smaller amounts escape the good assessors and that 
amounts large and small escape those assessors who 


are less competent and/or who lack local knowledge. 
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PART II 


THE GROWTH OF CO-OPERATIVES IN DISTRIBUTION 


The best general measure of the nation-wide 
growth of co-operatives in the distribution of goods 
is contained in the annual report entitled CO-OPERA- 
TION IN CANADA which is prepared in the Economics 
Division of the Dominion Department of Agriculture. 
The saies of what are there termed purchasing co- 
operatives and which will be referred to herein as 
consumer co-operatives bag opposed to marketing co- 
operatives whose primary purpose is the sale of 
goods produced by the members} are there reported 
az $358 miliion in 1961. ‘The low point in the 
series was reached in 1933 at $7.4 million. Frou 
that point the growth was unbroken except for 4 
Slight halt at i954. 

Graph I shows the values of each year. It 
will be noticed that this graph is on ratio seale 
so that vertical distances, in either direction, 
represent equal percentage changes. The range of 
values is so great, representing arise of mere than 
50~-foelid, that the mor= conventional srithcetiec 
scale would tend to concsal rather than reveal the 
real power of the continuing upward drive. 

The numerical values for this and for all 
other graphs are given in an annotated appendix 
for those who wish to examine the figures as well 


as to see them in graphic form. 
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The data on co-operatives produced by the- 
Dominion (1) are valuable as giving a general view 
of changes in the volume of sales over the whole 
country, but for any other purpose they leave a 
good deal to be desired. 

If one wants more detailed data one quickly 
comes to the most complete set of statistics, 
namely, those for the province of Saskatchewan 
which are produced by the Department of Co-operation 
and Co-operative Development of that province. It 
is also the province in which the penetration of 
the market by co-operatives is deepest. 

Graph II shows the growth in retail sales in 
Saskatchewan, by type of co-operative from 1937 to 
1955, and in total frau 1937 to 1961. The average 
rate of increase in the total was a little over 14.1 
per cent per year, that is, compounded annually. 

Graph III shows some of the detail behind 
that growth. The number of retail co-operatives 


went down from a maximum of 525 in i946 to a 


3 


(1). Namely, CO-OPERATION IN CANADA which 
appears annually and DIRECTORY OF CO-OPERATION 
ASSOCIATIONS IN CANADA which appears irregularly. 
The most recent issue is dated 1962. Previous 
issues are dated 1936, 1945, 1949, and 1954. The 
listing is alphabetical, but the type of business 
done is indicated by symbols and the volume by 


ten numbered classes. 
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i minimum of 325 in 1961. This trend will continue. 
2 The ANNUAL REPORT of the Saskatchewan Department of 
3 Co-operatives and Co-operative Development has ex~ 
4 pressed the thinking and anticipated the action of 
5 co-operatives in past years. The following comment 
6 from its 1962 REPORT is, therefore, of special 
82.7 (b) Some associations have felt that in order 


| 
| 
| 
| 
7 interest: 
9 to obtain better services and greater savings 
for nattter inane that 1t was to their advan- 
tage to amalgamate with larger associations. 
This trend toward centralization which commen-— 
ced a few years ago, is continuing. In some 
cases the need for the co-operative has ceased | 
to exist due to the change in population, while | 
in other cases the trend towards the estabdlisn- | 
ing of trading centres in the larger towns has 
made it uneconomical for some smali asscetations 
to continue to operate in competition te co- 
operatives located in the larger centres. As | 
a result a number of aasociations have @iscon— 
tinued operations and dissolved. With the 


ersgrem of raiiway abheaadenment that hss heen t 


the present smaller consumer type co-cosratives 


26 will disappear during the next few years. (2) 
27 | 
28 (2). Ibid., pp. 27-8. 
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The number of members in such retail co-opera- 
tives is expanding. Over the whole period 1937-1961 
it was at a rate of 10.0 per cent per year. Even 
in the recent period between 1959 and 1961 when one 
might have expected it to slow down or stop, it 
was about 4 and 3/4 per cent per year. 

The change in the total investment by the 
numbers in co-operatives, commonly described as 
members' equity (3) is the sharpest of all. It 
stood at $1,161,600 at 1938 and rose to $36,705,000 
at 1961 or a little more than ten fold. This is an 
average annual rate of change of about 14.8 per 
cent. Even if the early years are struck off as 
being unrepresentatively high and the computation 
based on the 12 years 1949-1961, the rate still 
remains high at above 11.1 per cent per year. 

The net results of these changes show up in 
Graph IV which puts the position of the averag: 
retail co-operative in Saskatchewan by dividing the 
aggregates by the number of co-operatives in opera- 
tion. The results are rather startling. The 
average number of members per co-operative has 
risen from 72 in 1937 to 683 at 1961; the average 


volume of sales from $11.0 thousand at 1937 to 


(3). This is the sum of share capital, 
statutory reserves and undistributed surplus which 


together make up the net worth of the co-operative, 


plus the liabilities to members. 
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$260.7 thousand at 1961; and the average members’ 
equity from $3.8 thousand in 1938 to $112.9 
thousand in 1961. These changes are at average 
rates of 9.4, 13.5 and 15.1 per cent per year 
respectively. 

The increase in members' equity is, of course, 


extraordinarily rapid. Were it to continue, then 


=| the average retail co-operative in Saskatchewan 


would have a members' equity of $500,000 in less 
than 10 years, which, at the average ratio of recent 
years, would support sales of about $1.2 millions 
yearly. 

These drastic increases in average size show 
how rapidly the co-operative movement as a whole is 
grewing; but that is only part of the picture. 

When the underlying data ere analyzed it is seen 
that. to an increasing degree, this growth is con- 
centrated in the larger, relatively urban stores. 
Graph ¥ which follows shows the position at 1954 
and at 1961 in the three Prairie provinces. (&). 
At 1954, 33.5 per cent of all retail co-operatives 


in the Fraistile provinces had only 6.2 per cent of 


(4). Thts Grapn ts based on the data in 
Department of Agriculture. OFRECFORY ar C3-OPRRA- 
TIVE ASSOCIATIONS IN CANADA, 1954 (Ottawa: The 


Queen's Printer, 1956) and Ibid., 1962 { 
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mimeo.) It seemed desirable to use this more in- 


clusive data here than to stay with those for the 


province of Saskatchewan only, 


| 


rl 


total co-operative retail sales whereas the 1.2 
per cent of all stores at the other end of the 
scale had 28.8 per cent of total sales. By 1961, 
39.9 per cent of all stores had only 4.7 per cent 
of sales, whereas the stores of the largest size 
had grown to 3.9 per cent of the total number with 
53.0 per cent of total sales. 

A very considerable effort has been given to 
creating a public image of co-operatives as small 
overations serving a scattered farm population, 
struggling to survive in a world of hostile giants. 
It is one of the finer fictions created by a very 
large and active public relations department. The 
fact is that the largest co-operatives have a sales 
volume and a net investment, that is, members! 
equity, which is quite beyond thesreach of any or- 
dinary merchant, and co-operatives are reaching out 
strongly for urban business. For example, Sherwood 
Co-operative Association Limited of Regina had ™ 
members' equity in 1961 of $1,857,000, total assets 
of $4,142,000 and sales of $5,561,000: This is a 
big operation in any terms, big enough to draw to 
itself managerial capacity of the first order and 
to compensate it adequately. And it is not alone 
in size, but is followed by a number of others which 
are also major merchandising outlets. 

Furthermore, the retail outlets are only part 


of the picture, and perhaps not the dominant part. 


They are in large part Supplied by wholesale houses 


in whose ownership they participate. 
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The dominant management group in this respect 
began with the Saskatchewan Federated Co-operatives 
Limited. In the 1954 financial year it absorbed 
the Manitoba Co-operative Wholesale Linited and the 
name was changed to Federated Co-operatives “imtted. 
At the end of the 1961 financial year, Alberta 
Co-operative Wholesale Association Limited was 
merged. This was the final consummaticn of a de- 
velopment that had been in the making for over two 
years. 

Graph VI shows the sales of Federated Co- 
operatives Limited and of its predecessor corpora- 
thet by provinces, from 1937 for Manitoba and 
Saskatchewan and from 1951 for Alberta. The power 
of the upward drive in sales is evident in each 
line. Even Saskatchewan which might be expected to 
show some signs of saturation is st711l moving up 
strongly. 

It is almost inevitable that 2 wholesale or- 
ganization of this kind should grSadvaily slip into 
a place of dominance in the whole structure. The 


retail co-operatives are in ecnstant touch with it 


aS 4 matter of daily business: they are in touch 
With each others only cccasionali¥y, perhaps in a con- 
ference which the wholesale Broup nas organized. 


No matuer what the problem which faces an individual 
retail co-operative, it is almost certain that it 
will have already come to the attention of the 
wholesaler and the latter's officers will know how 


it has been successfully solved at some other point. 


Ee | OL LL CA CE CTE CS ES ECE CE ae area a erate dae 


i 6th Ce 
bie: =f SE ay! 
ee Pata 


~~ © 


% 7 A 
‘ » a Pd - - : 7 
. i 3 es tie. e 7 i 4 : ] 
7 ® a* - k : F 
he ew 0 hse p = - as 
- a si) i] } 


a 


Federated Co-operatives Limited operates an 
audit department which services nearly all the re- 
tail co-operatives. There are, no doubt, many ad- 
vantages to the latter from this service; but it 
also means that the managerial corps of the whole- 
sale has the most intimate and detailed knowledge 
of each retail organization; the degree to which 
the local board of directors is capable of direct- 
ing the business; the extent to which it has the 
support of the tributary population; and the quality 
of the local management. It is the natural broker 
to which a young man employed by a local co-opera- 
tive will turn to find a managerial post in another 
town. | 

Indeed the process has gone so far that 
Federated Co-operatives Limited will, upon occasion, 
take over the management of a retail co-operative 
at a fee, and provide a resident manager who will 
be acceptable to the local board. (5) 

Federated Co-operatives Limited is also fully 


organized to make full market and management surveys 


(5). For example the Board of Directors of 
Kindersley Co-operative Association Limited in its 
report for the year to January 31, 1961 congratulated 
itseif on signing a management agreement with 
Federated Co-operatives Limited. At the time its 
sales were in the order of $1.5 million. It is 


not alone in making such an arrangement. 
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1 for local co-operatives which are planning expan- 


2 sion. The extent to which Federated takes over the 
3 whole programme is, perhaps, best expressed in its 
4 own words: 

$42.21 ( ‘the matter of enlarging present premises as 
6 | compared to replacement with new; the place of 
7 the co-operative in its community and the reel 
8 need for larger premises to adeaqustely serve 

9 its members; the attitude of members to their 
10 co-operative; probable future trends in co-op 
ti suppert from the area ; and the suitability of 
12 - available locations are some of the important 
13 ' matters which must be studied. 

14) 2.22 Provided research offers favourabie answers, 
15 an expansicn project may then be recommended by 
18 FCL specisiists, who then prepare for the Boarc 
17 of Directors of the retail co-operative reccn- 
ig mendations concerning maximum cost, Location, 
19; and type cf services which might be considered. 
Mi 2.25 Methads of financing, whether tarcugh loans 
2 from members, or mes porrewings, are aise 

r 7 renommenced. F 

93: 2.24 if an agreement is veached, FCL is then ele 
24 to undertai: supervision or performance of a 
2 complete tuilding project from the acquisition 
26 of land to drawing up plans for the building 

27 : based upon merchandising needs of the premises, 
28 and then carry out the actual construction. 

29) 2.25 Store fixtures can be constructed in our own 


shop at Saskatoon, while refrigeration units, 
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cash registers, and the like, are obtained from 
selected suppliers. 

Once the premises are nearing completion, 
merchandise specialists take over the compiicat 
matter of arranging merchandise in the store, 
training staff when necessary, and finally, 
decorating in readiness for the opening cere- 
monies. ; 

All these services are performed at no cost 
to members or on a subsidized basis. Thus, by 
working together through their own wholesale, 
retail co-operatives provide themselves with the 
services of merchandise, technicians, engineers, 
architects, drafting, blueprinting, estimating, 
and many others - all engaged by FCL to serve 
its members. 

During 1962, FCL participated in some 75 pro- 
jects for remodelling, enlarging, or building 
of new premises. The total value of these, ex- 
cluding land and inventories, was over $5,000,000 

Now under way, or being planned, is another 
116 projects involving total expenditures of 
$8.8 millions. 

In addition a number of co-operatives performed 
building projects of one kind or another without 


FCL assistance. (6) 


(6). Federated Co-operatives, Limited, 


ANNUAL REPORT, 1962, p.33 
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i acting jointly, puts a second step in the process 

2 which immeasurably cota the democratic control. 

3 The wholesale nominally reports, not to the indi- 

4 vidual shareholders of the retail co-operatives, 

5 but to their Boards of Directors. And when the 

6 wholesale begins to control the local bodies the 

7 whole theory of democratic control goes out the 

8 window. The management may serve what it conceives 

9 to be the true interests of the individual membership 
10 to the best of its ability; but it is no longer com- 
il pelled to report in any meaningful sense of the word. 
12 It has become an autonomous controller of the whole 

13 structure. 

14}/2.35 This brief statement might sound excessive if 

15 it were not founded onYthe thinking of Federated 

16 Co-operatives Limited as embodied in the annual 

17 report for 1958. (8). The particular section to 

18 which reference is made begins with a statement of 

19 the need for integration of the wholesale and retail 
20 functions so that the operation as a whole will 

21 achieve its maximum impact. "Adequate ale and 

22 service which will appeal to and attract people 

23 are a necessity ..." 4 
1 aee Integration will also demand the inclusion of } 
25 other lines with the standard grocery items to give | 
26 one-stop shopping for most common needs. 
27 2.37 Secondly, the present trend is toward adver- 
28 

29 (8). See Part IV thereof, "Eyes on Today - 


3 Mind on Tomorrow", pp. 43-5. 
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2 tailers must then meet. This is contrary to the 

$ interest of the co-operative movement which is best 
4 served by marketing goods under the co-op label 

5 _ and pushing them at the point of sale. 

$b 38 These are the long-profit items and it is 

7 essential to push them with all necessary force, 

8 and, of course, to play down the competing items 

9 which manufacturers advertise. 

105 39 Finally, this brings up the question of the 
11 


| 

| 
————— 

t tising by manufacturers to create demand which re- 

H 
small co-operatives. Modern tendencies toward 
greater mobility are bringing more shoppers into 
the larger centres where they can have &@ wider 
selection in uit of more wtiiieian design. In some 
areas, the problem has been solved by amalgamation; 
but there are others where the same forees sre operée- 
ting, but where local loyalties are stronger than 


business judgment. 


-39(b) The solution to this problem is one which co- 


i 
operators themselves must decide. But it must 
be emphasized that the sclution cannot be long 
delayed, for doing so might meen the develor- 
= ; ¢ at 
ment of 4 crisis af some co-operatives as ability 
to provide service and patronage refunds declines 


oo 


with Purther loss of patronage. Locak pride of 


ownership and reluctance to change mest be 


27 | weighed against hard economic facts. Timely 
28 action is necessary if a progressive step is to 
29 


be taken as an alternate (sic) to decay. A key 
question which should be answered now is: Who 
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i should take the initiative in suggesting amai- 
2 gamation? Should it be FCL or should the mem- 
3 ber associations themselves take the first 

4 steps? And when? (9). 

Sie.40 The whole feeling of the section is of a man- 
6 agement which is willing to do a good deal to main- 
7 tain the fiction of a democratic grass-roots organi- 
8 zation so long as that course pays off in operating 
9 profits; but which is also determined to create a 
10 hard-hitting integrated operation represented at 

11 the retail level by large stores which will carry 
12 out a centrally-directed policy. 

13/2. 41 If democratic control should get in the way 
14 of the realization of that ambition, there will be 
15 a real regret; but the plan will be fulfilled. 
16/e-42 The indication¢, are that this is part of a 

17 long-range plan which will move to fulfillment as 
18 rapidly as possible. As evidence of the contin ing 
19 interest in integration, one may note the following 
201\ . report of a 1963 managers' conference called by 


Federated Co-operatives Limited. 
INTEGRATED FUNCTIONS KEY TO CO-OP SUCCESS 
Co-operative organizations which integrate 
their wholesale and retail functions have the 
greatest chance of commercial success, accord- 
ing to Seymour Barsky, vice-president of the 
Wakefern Food Corp. of New Jersey. 


Mr. Barsky was the featured speaker Tuesday 


(9). Ibid., pp. 44-5 


oe 
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at the Federated Co-operatives Ltd. managers' 
conference in Hotel Saskatchewan. 

Wakefern Foods is a wholesale supply co-opera- 
tive owned by a group of independent supermariet 
operators. Mr. Barsky described it as a cor- 


porate structure in the truest sense of the 


word, rather than a pure co-operative. 


Speaking on the theme adopted by the conference 
integrated action by.all facets of the co-opera- 
tive organization, Mr. Barsky illustrated the 
success of such Scmeepeetiiioia with examples from 
the development of his own firm. 

Wakefern Foods began with eight member stores, 
each store retaining an individual name. 

ONE CONTROL 

We found this individuality was unsuccessful 
and so ali merchandising was put under the con- 
trol of the central organization. 

In this way we gave the consumer the confi- 
Genee that comes with buying from & large es- 
tablished chain at the same time we maintained 


the warmth and personality of the private store. 


This 2s the sert. of thing Yedersted Co-crcra- 
tives has the chance to do. Phis is your ad- 
vantage over your competitor, ne said. 

As Wakefern grew it was discovered that in- 
dividual buying was not economically wise. For 


this reason wholesale warehouse established an 


assessment of one per cent of grocery purchases 
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side the organization while also paying the 

assessment, 

| 2.53 This gradually led to the abolishment of 
outside buying. 

2.54 The Wakefern warehouse does all buying for 
the chain, filling orders from each of its 
stores. It makes this profitable to the store 
owners by providing discounts for early payment 
and supports these discounts with penalties for 
bills in arrears. 

14} 2.55 Mr. Barsky listed the various advantages to 

the merchants to be found in such an integrated 

structure. °° 

17|| 2.56 The billing procedure is simplified with the 

retail end having little invoice work. Storage 

within the stores is reduced. Merchandising ™ 
problems at the retail level are reduced, giving 
the store manager more time to devite to the 
running of the store. 

93| 2.57 A technical knowledge of the organization in 

all its parts is able to predetermine gross 

profit as well as the most efficient methods 

of buying and of space allocation. 

27 | 2.58 We have refined this system to the point 

where we know exactly what we are doing and 

exactly where we are going. No individual 


ee eet eon 
for all retail outlets. 
CHANGE MADE 
ese The stores then had to pay for purchases out- 
retailer could hope to afford such a service, 
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i Mr. Barsky said. 
21 2.59 The cumulative experience we have is our most 
3 important asset. (10). 
44 2.60 Federated Co-operatives Limited has shown 
b | itself to have a powerful management team with long- 
6 | term plans which are being rapidly fuifilled. It 
7 is adequately financed, not only by its close ties 
8 with credit unions and with the Saskatchewan Co- 
9 operative Credit Society Limited, but also by its 
10 own borrowing power. In the third quarter of 1960 
12 it created a 6 per cent bond issue with an author- 
12 ized issue of $10,000,000. {11} It proposed to use 
13 $3 millions of the estimated proceeds for working 
14 capital and $6.9 millions "for loans to member co- 
15 operatives to enable the said member co-operatives 
16 to expand their facilities to meet the demands of 
17 their respective members". (12) 
1%) 2-61 Tn pursuance of this policy it finances loeal- 
i? memher co-operatives in programmes of expansion. - 
26 Ala 
3 (10)! THE LEADER-POST, Reging, March i3, 1963. 
224 p. 15 
23 {ii} The prospectus is dated August 25, 1960. |: 
The bonds are to be iS5-year bonds as and when 
! 
i 


issued; but provision is made for their redemption 
at prices fixed in advance, but below par, if pre- 
sented for redemption before maturity. ‘the issue 


was not underwritten. 


(12) IBD. 


qevememrenensswessbesne 1 nanearamemtage 1 Ceeeent ee | 1 SUN eee CCEA PA A | BP AE LCT CELLS ECCLES LL TE CLL ELL LLL ELLE 


~- a : ey - 
‘4 + 


hs Jae its " 

er | 

bP “tet a ' eRe ~ etait ual ewactt & i 

i ] a ee ‘.. 

ha wv yas 
. 

Teer fest Al 


st sist mss ek th eh 6 isi 
. ah ant, pte Sp. Ynees seq 2? iv 
Pte et Deabbowoss vuln bi 
ey  eeteagteha akon rT 

wld sme gn yee ets or aeusache x: oo Set 
f | WF mona oaprmen «seen Fear KOLA L 


D METORT sate tS Usage Arcs oe 


WW Pex 
ye 
7 | 


. ae . * conan (Sh xresrrdst jus 
7 | oils WOR. as (WER) aor2d name Ay rai oor 
: ; 89 ak DetARS aevisernce-o0 betesaios Ve 22h eked 
oye Pan aioe Py te » OOO Berg te seoome 1. 


ANGUS, STONEHOUSE @ CO. LTD. 


TORONTO, ONTARIO 


It will also go into a location at which a nucleus 
exists and finance the creation of a new local co- 
operative, taking a mortgage as security. (13) 

The balance sheet of October 31, 1962 shows, 


" 


under the heading of "other assets" two items which 


are of interest in this connection, namely: 


Amount at Increase 
Get. 33, therein, since 


1962 » June 30, 1960 


1. Investments at 
cost and ad- 


VER COS i sevshoee « a 1,926,000 687 , 000 
2 Finance agree- 

MOMCE  Scn/eu siee 7,129,000 4,787,000 

TOCA Te. chown mthiniete 9,055,000 5,474,000 


At 1962, these two items together equalled 
50 per cent of the net investment in fixed assets 
plus investment in, and advances to, wholly-owned 
subsidiaries. 

In addition to the items appearing upon the 
balance sheet, note 3 thereto states - "There were 
contingent. liabilities outstanding in respect of 


guaranteed loans for others in the amount of 


(13) See for example, DUN'S BULLETIN (MANI- 
TOBA, SASKATCHEWAN AND ONTARIO LAKEHEAD) of 
February 21, 1963, p. 1 which records a chattel 
mortgage on Carman Co-op (1959) Ltd. for the 
benefit of Federated Co-operatives Limited in the 


amount of $100,000. 
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$1,203,000 and $4,178,000 in respect of long-term 
leases. (14) 

One further aspect deserves notice. The 
co-operative movement as a whole has shown itself 
fully alive to the crucial problem of getting 
good men and training them well. For some years 
a Co-operative College has been in existence and 
it has recently moved into a new set of buildings 
in Saskatoon which were erected at a cost of 


$400,000. In the year 1962 there was an attendance 


at its special courses of over 1,000 persons of 


12 whom nearly 6500 were employees of retail co-opera- 
13 tives. (15) 

14 

15 (14) The 1960 prospectus neted above showed 
16 the following under item 10 of the required statu- 
17 tory information: 

18 "ll (e) Guarantee performance of a 20 year 
19 lease of shopping centre including service station 
20 on behalf of Red River Co-operative in Winnipeg 

21 being their second shopping centre, with minimum 
22 yearly payments of $55,790." 

23 One begins, then, to see how co-operates are 
24 able to finance so many shopping centres; one also 
25 sees how Federated Co-operatives Limited is able 
26 to make suggestions about co-ordination of policy 
27 from a position of strength. 

28 (15) ANNUAL REPORT of Federated Co-operatives 
29 Limited, 1962, pp. 53-4. 
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The Co-operative movement in the Prairie 
provinces is, therefore, a fully integrated, rapidly 

growing and powerful organization. It has access 

to all the financial means that it needs to grow 
rapidly. It has a large and growing body of trained 
managers. It has a body of customers whose loyalty 
is beyond question; and whose loyalty has brought 
them substantial economic returns. With these 
elements in its favour, it has a power and flexi- 
bility greater than that of any of its competitors. 

Tax exemption is, of course, an additional 
help. The hope of sharing in profits provides a 
powerful incentive to trade with the co-operative. 
The retention of these enlarged profits for use as 
operating capital makes it possible to expand more 
rapidly than would o-nerwise be possible. These 
are no doubt valuable; but they are no longer ne- 
cessary to the existence or survival of the move- 
ment. 

As recently as twenty years ago many business- 
men were willing to take their chances in competi- 
tion with co-operatives. They admitted the great- 
ness of the advantage conferred upon co-operatives 
by tax exemption, but they were at that time com- 
peting with individual locals. They felt that there 
were substantial off-sets. They could compensate 
for the tax advantage by greater efficiency in 
operation. 


That attitude is now gone, and for good 


reasons, First of all, the calibre of management 
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at the local level has greatly improved. Secondly, 
capital is so freely available to the co-operatives 
that they can open new stores with a higher level 
of capital investment than any other business can 
support. Finally, the benefits of tax examption 
permit the funnelling of profits at the manufactur- 
ing and the wholesaling levels into the retail co- 
operatives with only a minimal reduction therein 
due to taxes; and their competitors, on the other 
hand, buy at prices which include the tax burden. 
Unless justice is now done the co-operatives give 
promise of invading one field after another as and 
when they are ready for it. The cumulative effect 
of tax examption gives them, in the end, an over- 
whelming advantage. 

We do not presume to prove that the truly 
remarkable growth of co-operatives has been due to 
tax exemption alone. In fact it is not possible to 
prove that statement, or to disprove Le There are 
a number of factors which contribute to economic 
success of which the quality of management, the 
adequacy of supply and the ae of capital, the 
degree of customer loyalty, and the training and 
interest of staff come instantly to mind as the 
more prominent. Other factors would have to be 
added to that list to make it complete. There is 
only one measure of the result, namely the profits 
earned. If the problem of allocation of influence 


is to be solved there must be as many equations as 


there are unknowns. Even if it were possible to 
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quantify the casual variables it would still be 
impossible to find a solution for the problem. 

One is therefore driven back to a test which 
would indicate the probability that the degree of 
profitability of consumer co-operatives and of 
other retail businesses is, or is not, the same. 
For this purpose, the best available comparison is 
between consumer co-operatives in Saskatchewan and 
the results of retail traders whose individual inc 
returns are classified and the results of active 
taxable companies in retail trade for the whole of 
Canada as reported in TAXATION STATISTICS. (16) 
The most recent data for (roughly) the same period 
of time are for the year 1960. In that year 12 
consumer co-operatives in Saskatchewan showed losses 
out of a total of 3° which —o during the 
year, or 3.44 per cent. (17) A total of 128,336 


“retail traders" made personal income tax returns, 


and 40,563 of them showed losses on the year's 
operations or 31.61 per cent. Similarly 16,239 
active companies in retail trade made returns, out 


of which 5,420 made losses or 31.61 per cent. 


(16) (Ottawa: The Queen's Printer, Annual). 
See for example, in the 1962 issue, Section II, 
Table 3, p. 40ff. at p. 43 and Section III, Table 
oy Pie Dieteeg Ate POs ti s=d04, 

(17) CO-OPERATIVE ASSOCIATION SERVICES, 


1960 (Regina: The Queen's Printer, 1961), 
pp. 28-34, 


aes ‘wie te Jens 
: freshers to ecter ef 
ine ‘Re ati eau fart. 


aial OL nb amon TE wea she eee 
'yameny | 
ow ane IE ties arte mse 


? io, 


oe 
an 


wa? 


co 


ANGUS, STONEHOUSE & CO. LTD. 


TORONTO. ONTARIO 

The question may then be put ... do these 
three results come out of one basic retail trading 
population with common characteristics or is there 
a fundamental difference between them? The answer 
is that the individual and the corporate retail 
traders probably do belong in the same population; (18 
but the difference between the results of the co- 
operatives and either group of non-co-operative 
retail traders is so large as to make that proba- 
bility unimaginably minute. The difference between 
the co-operative percentage of loss operations and 
that of the non-co-operative businesses when stated 
in units of standard error is 115 and 113 respec- 
tively. Three units of standard error means that 
ines are only 27 chances in 10,000 of so large a 
value being found by chance. Six units of standard 
error can appear by chance 52 times out of 10 
million times (that is, 52 divided by 10 to the 
thirteenth power). No table of values bothers to 
go beyond that limit. 

One may therefore conclude that one of two 
things is possible. It may be that the co-operative 
type of retail organization is so much more effi- 
cient than its non-co-operative competitors that it 
doesn't need any special tax exemption. Alterna- 


tively one may postulate that the co-operative and 


(18) There is about one chance in 4 that the 


difference between these percentages would be met 


with, due to chance alone. 
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the non-co-operative types of organization are of 

2 an equal basic efficiency but that the cumulative 
effect of almost complete exemption from the cor- 
porate income tax confers a paralyzing superiority 
in the former so that in the end, none but co-opera- 
tive retail corporations will survive. Either 

7 hypothesis would be consistent with the facts. But 


the differences between the two types of organiza- 


9 tion under existing law and regulations is so great 
10 that they cannot conceivably be regarded as falling 


il within the same statistical population. 
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PART IIT 


THE RELATIVE GROWTH OF CO-OPERATIVES AND 
THE RESULTING LOSS OF TAX REVENUE 


The preceding section has shown that co-opera- 
| tives have grown very rapidly in the last 25 years 
in average size, and especially in the amount of 
assets owned and controlled. They have their lines 
out to acquire capital and, in all probability, they 
are now in a better position to finance rapid growth 
than are their competitors. Above all else, they 
are no longer small, weak, local organizations. 
They have powerful regional wholesale organizations 
which co-ordinate the actions of the retail outlets. 
These are already in full operation. They have gone 


through the tentative and exploratory stage. They 


are now capable of rapid, controlled, profitable 
expansion. 

The third step is now in active development. 
Interprovincial Co-operatives Limited has begun to 
expand as a co-ordinator of the activities of these 
regional wholesale co-operatives. It will consoli- 
date the orders from the regional wholesalers, and 
will use the great buying power so created to es- 
tablish private brands in the standard commodities. 
Control of the "co-op" label is lodged with it, 
which insures its power to compel uniformity right 
across Canada. 

Given this degree of development, it is in- 


evitable that co-operatives should take over a 
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growing share of total retail distribution. Ona 
national basis, that share has grown over six-fold 
since 1934, that is from 0.37 per cent to 2.33 per 
cent at 1961. This is at an average rate of in- 
crease of 7.1 per cent per year IN THE RELATIVE 
SHARE OF THE MARKET. Were that trend to be contin- 
ued over the next 30 years, co-operatives would ex- 
pand their share of the market nearly eight-fold and 
would then control over 18 per cent of the total 
retail trade of Canada. 

It is of course not necessary to point out 
that, when the national average is 18 per cent, 
private business will have been practically exclu- 
ded from most rural areas and will be able to exist 
only in urban areas where there are a great many 
distributors. 

Graph VII shows co-operative retail sales as 
a percentage of total retail sales for Canada and 
for Saskatchewan (1) in order to demonstrate that 
while considerable emphasis has been placed above on 
the experience in Saskatchewan because of the amount 
of information available with respect to co-opera- 


tives in that province, it is reasonably represen- 


(1) For co-operative sales, see Tables 1 
and 2 in Appendix I hereto. For cbkhenbee oF 
aggregate retail sales, see D.B.S., RETAIL SALES, 
1960 (Ottawa: The Queen's Printer 1962), Table 1 


and for 1961 data see D.B.S. CANADIAN STATISTICAL 
REVIEW, April 1963, Table 76. 
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tative of the development in the country as a whole. 
Co-operatives have a bigger share of the market in 
Saskatchewan. The growth in the share of the market 
in the last ten years has also been a bit stronger. 
But t/ ese are, in the end, minor differences. In 
both, Saskatchewan and in Canada as a whole, the 
trend is strongly upward. 

It is not possibie to show exactly how much 
income tax co-operatives have been able to avoid 
by reason of the exemptions currently granted them; 
but it is possible to bring forward enough evidence 
to establish its general order of magnitude. 

First of all, with respect to Federated Co- 
operatives Limited, the income tax liability as com- 
puted by the Company is known for the four years 
1958-59 and 1961-62. The comparison is as follows: 


Balance Available Estimated Income Column II as 
for Income Tax Tax a Percentage 
Year $ O00 omitted $ 000 omitted of Column I 


1958 3232 80 2.48 
1959 4300 100 2.33 
1960 -- ia = 
1961 3451 141 4.09 
1962 3036 140 4.61 


‘ — oe — — _ 


If, therefore, one assumes a charge of 5 per 
cent of taxable income as the income tax in the 
years for which the net after taxes only is known, 
one is more likely to overstate than to understate 


the amount of tax actually paid. That is done in 
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Table 7. Even if that table contains substantial 
understatements of the amount of tax actually paid 
and an overstatement of the "normal" tax, the gap 
between the two amounts is so large as to give any- 
one pause. The gap shown in the table of 
$10,784,000 is just about half the net worth of the 
company at October 31, 1962 namely $20,873,000. 
TABLE 7 

Federated Co-operatives Limited: An Estimate 
of the Income Tax actually paid and of the Income 
Tax which would have been due from it had it been 
taxed as are other Corporations, 1955-1962. 


$ O00 omitted. 


SEE FOLLOWING PAGE FOR FIGURES 


SOURCES: Column I - ‘Annual Report of Federated Co- 

operatives Limited, 1962, p. 63. 

Columns II and III see supra in text 

a. In 1955-61 Federated Co-operatives 
Limited and Alberta Co-operatives 
Wholesale Association Limited wexe 
two separate companies and therefore 
were allowed a total of $70,000 at the 


21 per cent rate. 
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TENTATIVE ESTIMATES OF 


Reported Income Tax "Normal" Tax at 
Earnings Net Paid at 5% 21% on the first 
After Payment of Taxable Taxable $35,000 and at 52% 
Year of Income Tax Income Income on the excess 
1955 1585 83 1668 846 a 
1956 2114 ; Liz 2225 1135 a 
1957 2145 113 2258 1152 a 
1958 3271 172 3443 1169 a 
1959 4328 228 4556 2347 a 
f 1960 3690 194 3884 1998 a 
8 
+ 1961 3310 174 3484 1790 a 
; 1962 2896 152 3048 1574 
i 
re 
3 Totals 23, 339 1, 227 24,566 12,011 
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Federated Co-operatives Limited, had about 
42 per cent of all the co-operative wholesale sales 
in Canada (2) in 1961. It may be inferred, there- 
fore, that there is a substantial loss of income 
tax on co-operative wholesale operations in the 
other provinces as well as in Saskatchewan. 

The local co-operative corporations have also 
earnings from their own operations, and again it 
will be easiest to show first what happens in 
Saskatchewan and then to use that as a base from 
which to discuss the nationwide importance of tax 


avoidance by retail co-operatives. 


(2) This figure excludes the sales of farm 
products by the other co-operatives. See CO- 
OPERATION IN CANADA, 1961, Table 12. The respec- 
tive figures are $82,094,000 for Federated Co- 
operatives and Alberta Co-operative Wholesale 
Association Limited combined and a grand total of 
$196,285,000. At 1955 the corresponding percent- 


age was 46 per cent. See IBID. 1955, Table 15. 
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TABLE 8 


LOCAL EARNINGS OF CONSUMER CO-OPERATIVES 
IN SASKATCHEWAN - 1961 


Balance being 


Number of Aggregate Less other almost entirely 
Co-opera- Surplus Income the local 
Year tives or (Loss) $ O00O omitted earnings 
1955 409 2921.0 1509.7 1411.3 
| 1956 389 3277.5 1760.7 1516.8 
1957 381 3344.1 1921.6 1422.5 
1958 373 4604.5 2650.3 1954.2 
1959 359 5648 .8 3455.2 2193.6 
1960 348 5438.4 2951.1 2487 .3 
1961 is 4077 .2 2680.9 1396.3 
Total $29,311.5 $16,929.6 $12, 384.0 


SOURCE: REPORT of the Saskatchewan Department of Co- 
operation and Co-operative Development 1956 p. C.A. 68; 
and supplements thereto entitled CO-OPERATIVE ASSOCIATION 
SERVICES, 1956, Tables 5 and 7; IBID, 1957, Tables 5 and 
7; IBID, 1958, Tables 5 and 7; IBID, 1959, Table 5; 


IBID, 1960, Table 5; IBID, 1961, Table 3. 


3.12 Table 8 is in many ways unsatisfactory ex- 
cept as providing a very general indication of the 
amounts of money involved. Column I the aggregate 
"surplus or loss" is the amount available for 
division between the members after the payment of 
income tax. Column II is a net figure. It shows 


income other than operating income - patronage 
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refunds, commissions earned on tax collections, 
interest, rentals, participation in the profits of 
concessions to run stores within the co-operative 
building and so on - less interest and other charges. 
Column III which is the difference between the two 
is therefore a rough approximation to a figure of 
local operating earnings net after income tax has 
been paid. 

Since co-operative retail sales in Saskatche~- 
wan in 1961 were only 21 per cent of the national 
total of $388 million, one is entitled to say that 
the amount of income escaping taxation at the retail 
level is probably very substantial also. 

How much tax is paid by retail co-operatives 
is not published in any of the public sources known 
to us. However, over the past months we have made 
a collection of the reports of local co-operatives 
and have succeeded in getting those for 16 which 
show the amount of income tax provided in respect -of 
the 1962 financial year - 3 in Manitoba, 12 in 


Saskatchewan, and 2 in Alberta. (3) Otiter reports 


(3) Their short titles and the name of the 
town where that is not in the title are: - Manitoba: 
North of 53 (Flin Flon), Portage la Prairie and 
Roblin; Saskatchewan: Assiniboia, Biggar, Eastend, 
Kinistino, Lafleche, Nokomis, Punnichy, Radville, 
Weyburn, Whitewood and North Battleford; and in 
Alberta: Eckville and Legal. The financial years of 


15 ended on December 31, 1962 or January 31, 1963. 
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for the same financial year were available but since 
they did not show any provision for income tax on 
1962 income they had to be excluded. 

These 16 co-operatives showed aggregate opera- 
sing income of $416,259, aggregate net income of 
°536,975 and income tax provided on 1962 income 

$25,016. This comes to 6.01 per cent of opera- 
_ing income, or 4.26 per cent of net income. The 
individual percentages are shown in Table 9. 
TABLE 9 
INCOME TAX PAID OR PROVIDED IN RESPECT OF 1962 
INCOME BY 16 CONSUMER CO-OPERATIVES AS A PERCENTAGE 


OF THE RESPECTIVE OPERATING INCOMES AND NET INCOMES 
ee 
AS A PERCENTAGE OF 


Per cent Operating Income Net Income 
0 to 0.9 0 1 

1.0 to 1.9 3 3 

2.0 to 2.9 Ss. 7 

320° ters. 9 3 3 

4.0 to 4.9 4 1 

5.02 re. 5.9 1 fe) 

6.0 to 6.9 z 1 

7.0 and up la fe) 


—oaoaoaa———ee——eee—e—e_ea—a—eeaeee————————— 
a. 28.0% in the case of North of 53 Consumers Co- 


operative Limited (Flin Flon). There is no obvious 
reason for this great departure from the median 


figure. 
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Looking at that table one begins to understand 


2 why a substantial number of co-operatives make no 

3 attempt to estimate their income tax liability in 

4 presenting the year's accounts. They merely report 

5 the whole income as available for distribution and 

6 then charge income tax, when finally paid, against 

7 general reserve. (4) 

gi3-17 Canadians are in the process of learning to 

9 live in a social service state. We suggest that its 
10 full implications are not yet clear to most citizens. 
11 They can see clearly that heavy social welfare 

12 transfer payments mean more spendable income for 

13 the recipients. They are not yet fully seized of 

14 the fact that such payments weaken the connection 

15 between intelligent effort in the service of the 

16. community and the m ey reward for it. Yet it is 

17 the dynamic tension of reward keyed to useful ser- 

18 vice to society which makes a great exchange society 
19| possible without compulsion. 

20 | 

21 | (4) See, for example, the report of Brandon 

22 Consumer Co-operative Limited which shows the whole 
23 of its net income as carried to surplus with the 

24 words "Net income from exhibit A - subject to pro- 

25 vision for income tax, general reserve; available for 
26 refund to members as 100% share capital". Income tax 
27 payments of $405 (probably in respect of the 1961 

28 year) are charged to general reserve, and are a 

29 negligible amount in relation to 1961 earnings 

30 | or to the reserve. 
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If this system of transfer payment is to be 


kept consistent with society's long run interests, 

then the greatest care must be taken to apply the 
4| inevitably heavy taxes uniformly over the whole 
5 | popu’ #tion. Unless that is done the manner in which 
6 taxes are collected becomes a form which constantly 
7 inhibits intelligent productive effort. 
813.19 That is the situation wkich we who compete 
9 with co-operatives now face. We must pay income 
10 taxes from which they are almost totally excused. 
ii We find them able to hire away from us workers whom 
12 we have trained. We lose business because we do not 
13 also pay patronage dividends. We pay taxes out of 
14) which the state is able to make transfer payments 
15| to all citizens, members of co-operatives as well 
16 as others; but our competitors the co-operatives 
17 are enabled to distribute their profits, substan- 
ial tially untaxed, directly to their members. 
1913.20 Why should they not grow and we diminish when 
20 they are able to appeal so directly to self-interest? 
2113.21 The exemption of co-operative patronage divi- 
22 dends is a preposterous stupidity. Were one to plan 
23 how to bring good citizenship into contempt this 
24 situation would be left exactly as it now is. 
25 
26 
Zh 
28 
29 
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APPENDIX I 

The purpose of this appendix is to bring to- 
gether in one place the statistics which have been shown 
graphically in the text, and to explain those which are 
the result of further computation based on the original 
sources. 
TABLE 1 

This table is perfectly straightforward. It 
merely transcribes the data from the original sources 
noted. It is the basis of Graph I. 
TABLE 2 

This table is similarly a collection merely of 
data regularly published in the ANNUAL REPORT of the 
Department of Co-operation and Co-operative Development 
of Saskatchewan on the supvlements thereto. Totals only 
are shown in and after 19° . 
TABLE 3 

This table also gathers together data, all of 
which appears in the ANNUAL REPORT of the Saskatchewan 
Department of Co-operation and Co-operative Development. 
TABLE 4 

This table is produced by dividing, in each 
year, the number of co-operatives (Table 3, Column 1) 
into aggregate sales (Table 2), total number of members 
(Table 3, column 2) and aggregate members’! equity (Table 
3, column 3). 
TABLE 5 


This table is based on the listings in the 


DIRECTORY OF CO-OPERATIVE ASSOCIATIONS, 1954 (Ottawa: 


39 | The Queen's Printer, 1956), and IBID., 1961 (Ottawa: 
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1 Department of Agriculture, 1962, mimeo). This source 


| lists each co-operative, classified by province. The 


3 type of business done is indicated by a symbol and the 
4| volume of business by ten numbered classes, as follows: 
5 Class limits, $ 

6 nd to 24,999 
7 2 25,000 to 49,999 
8) 3 50,000 to 99, 999 

9 4 100,000 to 199, 999 
10 5 200,000 to 299, 999 
11 6 300,000 to 399,999 
12 {¢ 400,000 to 409,999 
13 8 500,000 to 999, 999 
14 9 1,000,000 to 9,999,999 
15 10 10,000,000 and over 

16 With such data available it was a matter of 


17|| mere persistence to make frequency distributions of the 
1g|| consumer co-operatives in each province, classified by 
19] volume of sales; and then to sum these dis.cibutions to 


20 get one distribution for the three Prairie Provinces. 


21|| The next step was to multiply the individual frequencies 
22| by the average of the class means 2nd then to sum the 
23| products. The procedure is illustrated from the compu- 


24| tation for the year 1961. 
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ESTIMATED VOLUME OF SALES OF CONSUMER 
CO-OPERATIVES IN THE PRAIRIE PROVINCES - 1961 


4 ~~ Betimated Cumulative percentage 
Number of Estimated aggregate distribution of 
Size co-opera- Class sales Numbers Aggregate 
tives Mean 000 omitted Sales 
Zz 4o 20,000 800.0 T 5 0.4 
2 52 35,355 1,837.4 17.2 1.4 
3 122 70,711 8,626.7 39.9 6.1 
4 164 141,420 23,192.9 70.5 18.6 
5 65 244,950 {? 741.8 82.6 7.3 
6 28 346,410 9,699.5 87.9 32.5 
rt: 17 477,210 7,602.6 91.0 36.6 
8 27 707,110 19,092.0 96.1 47.0 
9 21 3,162, 300 98,031.6 100.0 100.0 
18 0) Pat vases rr ves 


26 184, 804.5 100.0 100.0 
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ANGUS, STONEHOUSE & CO LTO 
TORONTO, ONTARIO 


Three assumptions with respect to this table 
should be noted, 

First of all, it is arbitrarily assumed that 
thie mean Weclaes 1 was $20,000 per co-operative rather 
“nan the pen of the class limits, Secondly, the esti- 
“sated cYs#$, mean of classes 2-9 inclusive is the veo- 
netric amy not the arithmetic mean of the class limits, 
This has a, relatively minor effect when the class is 


narrow, ag. for example in class 2 where the mean used is 


10}, $35, 5 Whereas the arithmetic meen 1s $37,500; tut it 


29 t 


28 | 


| hag, maximum effect in class 9 where the geometric mean 


1s $3,162,300 whereas the arithmetic mean is $5,500,000, 


| Pinally the U,P,A, Co-operative Association Limited of 


Calgary fell in class 10 (over $10 million) but it was 


| omitted, because it had 164 branches and is therefore not 


| to be compared with the other co-operatives which are 


organized on a local (1) and not on a provincial basis, 


| The net effect of all three adjustments is toward an un- 


derstatement rather than an overstatement of the degree 
of concentration, 
The computation for the year 1954 was, of 


course, carried through in the same manner, 


(1) One of the consequences of the widespread 


| mergers of co-operatives in the last ten years is, of 


course, @ movement toward the development of multiple 


unit co-operatives blanketing a trade territory and 


away from co-operatives which have one main store only, 


TORONTC. ONTARIO 


2 vhis table also merely gathers together in 
3| one place what is available carried back to 1928 in the 


4| source noted. Sales in that year were $130,000. 


33 8.8 
34 14 
35 9.2 
36 12.8 
-37 16.4 
38 20.1 
39 20.4 
40 21.1 
41 24.9 
42 423 
43 55.7 
44 65.5 
45 81.4 
46 ~ 95.6 
47 127.0 
48 1579 
49 191.8 
50 206.1 
51 210.0 
52 234.8 
53 245.6 
54 234.6 
55 228.4 
56 258.8 
57 283.7 
58 296.7 
59 332.9 
60 365.7 
61 388.0 


Source: Economics Division, Department of Agriculture, Co-cperations in Canada, 
1950 (Ottawa: mimeo, 1951) Tble 4 and Ibid., 1961 (Ottawa, 1962), Table 2. These 
are the co-operatives engaged in retail trade. 
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Table 2 


SALES OF CONSUMER CO-OPERATIVES 
IN SASKATCHEWAN, 1937-1961 
MILLIONS OF DOLLARS 


| commodities and | Operating 

Year farm supplies stores ToTaL 

1937 | 13 18 3.1 
38 2.0 1.9 3.9 
39 2.6 21 47 
40 45 2.6 7.1 
41 4.7 3.9 8.6 
42 5.9 5.4 11.2 
43 6.1 6.9 13.1 
44 5.5 11.0 16.5 
45 4.7 13.8 18.6 
46 5.7 16.8 22.4 
47 7.0 18.7 25.7 
48 73 21.9 29.2 
49 7.1 24.8 31.8 
50 i 27.9 35.6 
51 8.6 31.3 19.9 
52 10.1 36.6 46.7 
53 10.9 42.7 53.6 
54 11.3 42.2 53.4 
55 | 12.4 44.6 57.0 
56 | 13.0 48.5 61.5 
57 | 13.8 51.4 65.2 
58 14.7 55.5 70.2 
59 | 16.3. 
60 - not reported - 83.2 
61 | 84.7 


Source: Reports of the Department of Co-operation and Co-operative Develop- 
ment of the Province of Saskatchewan. For the years 1937-44 inclusive, ibid., 1945 


pp. 55, 57 and 59; for the years 1940-47 inclusive, ibid., 1948 pp. 23-25; for the 
years 1944-51 inclusive, ibid., 1952 pp. 28-32; for the years 1951-58 inclusive, 
supplement to the 15th Report, “Co-operative Association Services” pp. 22, 23, 
and 45; for the years 1954-61 inclusive, Report, 1962, p. 41. 
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Table 3 


NUMBER OF CONSUMER CO-OPERATIVES IN SASKATCHEWAN, 
THEIR TOTAL NUMBER OF MEMBERS AND AGGREGATE 
MEMBERS’ EQUITY, 1937-1961 


452 

426 

416 

409 

389 

381 

373 

359 
60 348 211.2 35,409 
61 325 222.0 36,705 


Source: Annual Reports of the Department of Co-operation and Co-operative 
Development; as shown in Table 2. 
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Table 4 


AVERAGE SALES, MEMBERS’ EQUITY AND NUMBER OF 
MEMBERS PER CONSUMER CO-OPERATIVE IN 
SASKATCHEWAN, 1937-1961 


Computed from Tables 2 and 3. 
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Table 5 


CUMULATIVE PERCENTAGE DISTRIBUTIONS OF 
NUMBERS OF CO-OPERATIVES AND OF THEIR AGGREGATE 
SALES IN THE THREE PRAIRIE PROVINCES, 1954 AND 1961 


1 18.5 2.6 | TS 04 
2 33.5 6.2 172 14 
3 62.5 20.4 39.9 6.1 
4 86.6 43.9 70.5 18.6 
5 93.6 55.8 83.6 27.3 
6 95.9 61.4 879 32.5 
7 | 97.2 65.2 91.0 36.6 
8 98.8 72.8 96.1 47.0 
9 108.0 100.0 100.0 100.0 
10 100.0 100.0 100.0 100.0 


Source: Computed from data in Economic Division, Department of Agriculture, 
Directory of Co-operative Associations, 1954 (Ottawa: The Queen’s Printer, 1956) 
and ibid., 1962 (Ottawa: 1962, mimeo). 
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Table 6 


SALES, BY PROVINCES, OF FEDERATED CO-OPERATIVES 


40 778 3,193 4,100 
41 990 3,985 5,139 
42 1,354 5,123 6,605 
43 1,544 6,007 7,770 
44 2,068 5,661 8,041 
45 2,244 7,185 9,830 
46 2,952 9,381 12,838 
47 3,694 11,319 15,615 
48 4,478 13,287 18,533 
49 4,872 14,794 21,034 
50 5,095 17,032 24,049 
51 5,710 19161 | = 2311 27,182 
52 6,361 23,308 32,549 
53 7,246 27,978 40,029 
54 7,635 31,625 3,004 44,686 
55 7,156 33,538 47,551 
56 6,029 40,022 53,817 
57 7,464 42,767 4,733 56,953 
58 8802 | 45,252 6,216 61,643 
59 10,840 50,718 6,956 69,849 
60 18,882 48,428 76,456 
61 22,019 49,922 82,094 
62 23,062 57,304 14,460 94,826 


Source: Columns I and I 

1937-1953 inclusive, Report of Federated Co-operatives Limited, 1955, p. 8. 
1954-1962, letter of the Department of Ce-operation and Co-operative 
Development of Saskatchewan, dated May 1, 1963 as quoted in the Brief 
to this Commission by the Retail Merchants Association of Canada 
(Ontario) Inc., p. 23. 

Column IV Annual Report of Federated Co-operatives Limited, 1962, p. 63. 
Column III, 1951, 1954 and 1957-59, from Ibid., 1959, p. 11. For 1962, from 
the letter of May 1, 1963 noted above. An attempt was made to find the 
values for other years by subtracting the totals of columns I and II from 
column 4. This gave consistent results in 1951 and 1962 but not in 1957-59. 
It was therefore abandoned. 
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SOURCE SEE APPENDIX, TABLE | 
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SALES OF CONSUMER CO-—OPERATIVES IN SASKATCHEWAN 
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NUMBER OF CONSUMER CO-OPERATIVES IN 
SASKATCHEWAN, THEIR TOTAL NUMBER OF 
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SALES x 100, DOLLARS 


MEMBERS EQUITY x 100, DOLLARS 


1937 i941 1945 1949 1953 1957 1961 


AVERAGE SALES, MEMBERS EQUITY AND NUMBER 
OF MEMBERS PER CONSUMER CO-OPERATIVE IN 
SASKATCHEWAN 
1937 — 1961 
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LORENZ CURVE SHOWING THE CONCENTRATION OF 
CO-OPERATIVE RETAIL SALES IN THE LARGER STORES: 
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ANGUS, STONEHOUSE & CO. LTD. 
TORONTO. ONTARIO a 


REPRESENTATION SUBMITTED BY: 


Be Oe URODENOON, 2. COMMS, Li, Bie Con. 


MEMORANDUM TO THE ROYAL COMMISSION ON 
TAXATION CONCERNING THE TREATMENT OF 
PROFESSIONAL MEN UNDER EXISTING INCOME 


TAXATION JURISPRUDENCE, 


CONCLUSIONS 

alee The professional man in Canada today receives 
srossly inequitable treatment at the hands of our income 
taxation laws. 

Za This inequitable treatment cannot have a 


favourable effect upon incentive. 
RECOMMENDATIONS 


nee Professional me, eg, doctors, lawyers, char- 
tered accountants, architects, dentists, etc, be allowed 
to incorporate for purposes of income taxation. 

Be The Income Tax Act be amended to allow pro- 
fessional men throughout Canada to report their annual 
professional income as a corporation, just as ordinary 
eorporations now do. 

Sy In the event that provinces objected to this 
procedure, the result might be achieved oy allowing 

the pwofessional man to obtain a federal charter and to 
report his professional income through a federal limited 
company. For purposes other than income taxation, the 
provinces need not recognize the federal charger, if they 


wish. 
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ANGUS. STONEHOUSE & CO. LTD. 
TORONTO. ONTARIO 2] 


Lig The professional man in Canada today cannot 
incorporate for income taxation purposes because of the 
English common law of hundreds of years ago. At that 
time, in England, there existed a need for such 2 law. 
Today, in Canada, no such need exists. The result of thi 
carry over of English common law into judicial system 
is that the Canadian professional man is subject to 
extreme discrimination, by our taxation laws. It is 
grossly inequitable that while almost every taxpayer in 
Canada can incorporate himself if he wishes the pro- 
fessional man cannot. 
2 In addition, the more successful the pro- 
fessional man becomes, the greater the inequity he 
receives at the hands of our tax laws, because of the 
graduated rates of income tax. Where a limited company 
earns $35,000.00, it will pay'a tax of 87, S50 000m A 
professional single man who earns the same will pay a 
tax of $13,110.00, or almost double what the corporation 
pays. A professional man cannot provide for himself 
the same measure of tax relief which he provides for nis 
client. The effect of this law upon incentive will vary 
with each individual, but it seems reasonably certain 
that it does not increase incentive. 

ALL OF WHICH IS RESPECTFULLY SUBMITTED, 

R. S. ROBINSON 

Barrister, Solicitor and 


Chartered Accountant 
Winnipes, Manitoba. 


ANGUS, STONEHOUSE & CO. LTD. ae 
TORONTO, ONTARIO aa 


112 rve St. Pierre, 
St. Norbert, Manitoba. 


February 26, 1963. 


Mr. Ken Carter, Chairman, 

Royal Commission on Federal Taxation, 
Legislative Bldg., 

OTTAWA, - 


Dear Sir; 


I would ask you to consider the following 


three points in connection with tax legislation. 
1 - Entertainment Allowance 
As a protagonist of the Capitalistic system 
I would like to see the allowance for 
entertainment abolished in its entirety 
and not just regulated or controlled. 
This qualification is added because I feel 
that regulation is not called for in this 
case, i.e. I know of no exceptions or 
extenuations, and because, as you know 
regulations and controls are to be avoided 
in preference to clear mandates wherever 
possible. In fact it can often be 
demonstrated that no law is preferable 
to an ambiguous law, which serves only to 


provide the grounds for litigation. 


I believe this allowance should be abolished 
because it benefits no one (except the night 
club operators) but on the other hand, this 


special privilege legislation does make a 


negative contribution to the ethics of business. 
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1 For... For example it is not uncommon for business 
2 executives and officers to be rewarded for 
3 their efforts with an abnormally generous 

4 expense account in lieu of salary, and for 
5 corporations to use this slush fund for 

6 other evil or unsatisfactory uses such as 

7 bribing prospective customers or other 

8 authorities who are in a position to reward 
9 such generosity. 

10 

11 In short, since this special privilege does 
12 no one but the recipient any good----which 
13 benefit he could better obtain through 

14 other channels such as a pay increase in 

15 the case of an employee, or a reduction 

16 in commodity prices in the case of a 

17}, customer----and since it can be shown to 

18 do much harm, then it would be well to abolish 

19 it in its entirety. 

20 2 Display Advertising 

21 At the outset it is necessary to distinguish 
22 clearly between two classes of advertising. 
23 A- Display advertising whose purpose is not to 
24 inform but to brainwash, and uses the 

25 appropriate techniques of noise, repetition, 
26 size, color, sex etc. as typified by all 

27 cigarette and liquor ads, and most automobile 
28 advertising. it is familiar to all as 

29 the full page ad, the radio spot, and I 


3 believe needs no further definition. 
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Display Advertising 
Informative advertising whose purpose is to 


inform and therefore lists such statistics 
as price, color, size range, weight etc. 
and is typified by the catalogue or want 
ad section of the paper, and similar 


presentations. 


’The first type of advertising is not 


needed, nor desirable, whereas informative 


advertising is both. 


Therefore, I would propose that--"the cost 
of display advertising be disallowed as 
a legitimate cost of doing business by 


the tax department."-- 


In view of the fact that half the cost 

of such advertising is passed on to the 
customer, and so he must pay for his own 
brain washing, and the other half is 
paid for by the Pa department by way 

of allowance deduction, I find the present 
legislation iniquitous. 

Patent Royalties 

At present if a patent right is sold the 
gain is treated as capital and not taxed. 
However, if a settlement is made on a 
royalty basis, the annual gain is treated 


as income and is subject to tax. I cannot 
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1 3- Patent Royalties 
2 see the logic in this distinction and 


3 l-agree with the capital gain concept, but 

4 2-disagree with the ruling that if the 

5 } gain is taken piecemeal fashion through 
is 

6 royalties that it should be treated as 

7 income, and would therefore recommend 

8} that this distinction be removed and 

9 the sale of patent rights be treated as 

10 a capital gain regardless of how payment 

11 is received. 

12 Thank you for your expected courtesy in 


13 considering the merits of this submission, 


14 ; Sincerely yours, 


16 Professor Charles P. Bennett. 
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RECOMMENDATIONS 


The Manitoba Medical Association recommends 


Post sraduate refresher courses be declared income 
tax deductible items, | 
In respect to medical care, tax funds be used to 
assist only those individuals unable to pay the cost 
of medicaid services’, 

The tax formula for calculating "medical expenses" 
be changed to provide that the premium paid for 
medical services and/or the amount expended by the 
individual for medical services be used to compute 
medical expenses in lieu of payments made on an 
individual's behalf by contributory insurance plans. 
The sales tax on prescription drugs be removed, 

The tariff on appliances and prostheses not manu- 


factured in Canada be removed. 
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1 A BRIEF / 
iz FROM 
3 MANITOBA MEDICAL ASSOCIATION | 
4 (Canadian Medical Association, Manitoba Division) 
5 to | 
6 THE ROYAL COMMISSION ON TAXATION 
7 1963 | 
8 7 | 
INTRODUCTION 
9 
les Mr, Chairman and members of the Royal Commiss- 
10 
ion on Taxation, 
ii 
(Ly, This is a submission to the Royal Commission 
12 
mM Taxation presented by the Manitoba Medical Association 
13 
(Canadian Medical Association, Manitoba Division), The 
14 
Association is a voluntary organization comprising 1,000 
15 ' 
doctors representing 90% of the medical manpower in the 
16 
province, Membership is available to any doctor regist- 
17 
ered by and in good standing with the College of 
18 
Physicians and Surgeons of Manitoba. The Manitoba Medical 
19 
Association was organized in 1908 but many years prior 
20 
to this the predecessors of the present membership had 
21 
established traditions of service and interest within 
22 
the community. From its origin the Association has had 
23 
these broad aims and objects: 
24 | 
(1) The promotion of health and the prevention | 
25 
of disease, 
26 
(2) The improvement of medical services however 
74g 
rendered so that they may be available to 
28 
all people. 
29 
: (3) The maintenance of the integrity and honour 
30 
of the medical profession. | 
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(4) The performance of such other lawful things 
as are incidental or conducive to the 
welfare of the public and of the medical 


and allied professions, 


+ 


Or The profession in Manitoba has been a leader 


in the field of voluntary prepaid medical care and looks 
upon the doctor-sponsored Manitoba Medical Service as an 
example of the best among the comprehensive medical plans 
ef its kind, It is by means of this plan that the 
profession is cooperating with the government in the 
provision of medical care for the needy, Presently in 
Manitoba the medical program for social welfare recipients 
and public funds for this service are administered by 

the Manitoba Medical Service. 

4. The foregoing is presented to the Royal 
Commission in order to demonstrate that the medical 
profession of Manitoba has striven to achieve professional 
maturity, and meet its responsibilities both socially 

and technically. With this brief background, the Manitoba 
Medical Association wishes to advise the Commission it 

is honoured and happy to make this submission, 

be The College of Physicians and Surgeons of 
Manitoba has prepared a submission for the Royal 
Commission on Taxation which the Association is pleased 

to include in this brief -- APPENDIX A, The College is 
the legally incorporated body created by the Medical Act, 
and is responsible for the licensing of doctors in 


Manitoba, 
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TERM (f) "THE CHANGES THAT MAY BE MADE TO ACHIEVE 
GREATER CLARITY, SIMPLICITY AND EFFECTIVE- 
NESS IN THE TAX LAWS OR THEIR ADMINISTRATION, " 
MEDICAL EDUCATION, 

Ge The Manitoba Medical Association endorses the 

attached submission of the College of Physicians and 

Surgeons of Manitoba -- APPENDIX A, 

ies The Association is convinced that it is in the 

public interest for practising physicians to attend 

periodic, formal, refresher and post-graduate courses, 

It recommends that such courses given by a hospital, 

medical college, university or recognized scientific 


' 


organization qualify for income tax deduction, 


TERM (b) "THE EFFECTS OF THE TAX SYSTEM ON EMPLOYMENT, 
LIVING STANDARDS, SAVINGS AND INVESTMENT, 
INDUSTRIAL PRODUCTIVITY, AND ECONOMIC 
STABILITY AND GROWTH," 

USE OF TAX FUNDS IN MEDICAL CARE, 

On The Canadian Medical Association believes that: 

"The highest standard of medical services should be 

available to every resident in Canada, 

"Insurance to prepay the costs of medical services should 

be available to all, regardless of age, state of health 

or financial status, 

"Certain individuals require assistance to pay medical 

services insurance costs. 

"The efforts of organized medicine, governments and all 

other interested bodies should be co-ordinated towards 

these ends. While there are certain aspects of medical 


services in which tax-supported programs are necessary, 
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; a tax-supported comprehensive program compulsory for all, 
2] is neither necessary nor desirable." 
3h. The Association strongly urges that available 
4|| funds for the provision of comprehensive medical services 
§| insurance be directed to those who require help rather 
6| than usins such funds for persons who are financially 
7| able to look after themselves, 
8} LO. A method illustrating how tax funds may be used 
gi in health care was developed at the request of the 
10 Association in 1960 by Clarence L. Barber, Professor of 
41] Ecnomice and Sociology, University of Manitoba -- 
12|| (APPENDIX B). 
Wie Lee Dr, Barber reached the following conclusions: 
14 "These data suggest that individuals and 
15| families in urban areas of Manitoba whose income are 
16|| below the following levels, require some subsidization in 
17|| meeting the costs of comprehensive medical care, eg, 
18 1 Adult “ $1, 400 
19 2 Adults - 2,000 
20 BE i Nehodligts) | or 

@ Children ~ 2,800 
21 

2 Aduits & 
22 5 iChaiidiven - 3,700 
23 "Since living costs in rural areas and smaller 
24|| towns are usually lower than in larger urban centres, 
25|| any plan of subsidy which is based on the above scale 
26|| of incomes would also adequately cover the needs of 
27|| people who live eeeenes the larger urban centres." 
287) Les Under the plan which is proposed, maximum 
29|| income levels at which families and individuals would be 


30 


eligible for subsidies are at, or below, income exemptions 
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presently allowed for personal income taxes. In other 
words, they are families or individuals whose incomes are 
so low that they are not required to contribute taxes 

out of their income directly to the cost of government 
service despite the fact that they are in the main able 
to support themselves, 

eye Sinee the personal income, tax is based directly 
on “‘ability-to-pay”, 1t would appear inconsistent that 
individuals and families falling inte this category 
should receive a subsidy towards the cost of their medi- 
cal care, The decision as to "ability-to-pay has already 
been made by government. 

14, Maximum income levels eligible for subsidy 

also correspond closely to the minimum budget levels 
below which it is suggested (Table I, Appendix B) some 
subsidization of medical care insurance is required. 

LES Based on the current group premium for 
individuals under the Manitoba Medical Service the 
following plan for subsidization of prepaid comprehensive 
medical care for income groups near these income levels 


is) presented: 
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TABLE A 


- A Set of Subsidies for Financing the Cost of 
Prepaid Comprehensive Medical Care 


scale OL FAMILIES 

Subsidy 

(Per annum) Income level at which Subsidy Applies by Size 
of Family 


2UAdults: (2A ue: 2AT& 26 CAT&eEsC Cheer tC 


$108 (100%) Under Under Under Under Under 
$1000 $1300 $1600 $1900 $2200 
$72 $1000- $1300- $1600- $1900- $2200: 
1499 1799 ZOS'S) 2399 2699 
$36 $1500- $1800- $2100- $2400- $2700- 
1999 2299 2599 284g 3099 
Nil $2000 $2300 $2600 $2850 $3100 
& over & over & over & over & over 
INDIVIDUALS 
$43.20 (100%) Under $700 
$20.00 $700 - $1099 
Nil $1100 and over 
16, The cost of implementing the above set of 


subsidies in the Province of Manitoba as of 1961 is 
estimated to amount to about $5.3 million. This estimate 
excludes the cost of providing for those families and 
individuals whose medical care is currently provided 
under our recommendations for the Medicare program, 


This estimated cost is broken down as follows: 


Number receiving Subsidy Amount of Subsidy 


Families 54,000 $4.2 million 


Individuals 37,000 $1.1 million 


Under this plan at least 25 percent of all families and 


22 percent of single individuals would receive some 
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1 Subsidy towards the cost of their medical care. 


2 
3| TERM (d) "THE EFFECTS OF THE INCOME, SALES AND EXCISE 
4 


TAXES AND ESTATE DUTIES ON INCOME AND INVESTMENT 


5 FLOWS WHICH AFFECT THE BALANCE OF INTERNATIONAL | 
6| and PAYMENTS AND ECONOMIC RELATIONS WITH OTHER 
7 COUNTRIES; " 


g| TERM (f) “THE CHANGES THAT MAY BE MADE TO ACHIEVE GREATER 


9 CLARITY, SIMPLICITY AND EFFECTIVENESS IN THE 
10 TAX LAWS OR THEIR ADMINISTRATION," 

11 MEDICAL EXPENSES, 

12|| 17. The Association recommends a change be made in 


13) the method of computing "Medical Expenses" to be claimed 
14] 2S a deductible item. It is proposed that individuals 

15|| Should include under medical expenses either the premiums 
16|| Paid for medical care insurance or the amount actually | 
17|| paid for medical services if the individual is not insured; 
18|| rather than payments made on his behalf by a medical 
19|| services plan, 
20|| 18. This should encourage low wage earners to 


21|| participate in medical care plans,: | 


23| TERM (f)° "THE CHANGES THAT MAY BE MADE TO ACHIEVE GREATER | 


24 CLARITY, SIMPLICITY AND EFFECTIVENESS IN THE 
25 TAX LAWS OR THEIR ADMINISTRATION," 

26 SALES TAX AND TARIFFS 

a7 or The Association in a brief to the Royal 


28 | Commission on Health Services discussed the question of 


29|| drug costs and tariffs on prosthetic appliances not man- 


30) ufactured in Canada, The following is a quotation from 


Re wen ie i cl pond sag vost te 
ih } ons a 


ienereqaey okie r 


rin Diet 
, bonnet 
, ; } 
Asal ft 
i i ah ia 


ie uate ae ewe eerie eunttan eo wo)? vteig wi 
* nat eh, ‘i ne wo: & +. “ene eet: | 
Lian i ah F eacicinalihorse tbe tate ieee, | ane a 
ae ‘i \patiammno cme outing recite frbtnast no om b aa fan 
i ia ns “et ms devour: ea. wit rr hiv’ eet ‘weed py od fee. 
i mh te a jen ditt, a fi pelts ee — sety 2 Satahowng ae 
1 Mi ‘one ea A ox ohibia ve sino & end: eur uc 
=, Kan os ‘ abevnt fan, wet te epee 
i 1 ton pevntenage hrcaiitnota’ ‘to. whet 1 per ae + ei a mre 
iy lpootdenber: tatthasedte at tele rie 4 iets > ones 
ta has I ie wld | 7 
| seit ire ite beassnyen, charles of, i i 7 ” 
ee or 4 poten Luna i 
iia % ain Steet nit ¥ “alent si aN) 1 pet 
pant netnames sneeritinnt piel: PARORD of: iat Te. 
te mussirons «4.1 erin tag! Hiklgs 
my 3 Eerie 2 sate ines rey i cee A 
i OO Cen ama meee ee GLA 
i. i en oe ars ay et A Rea mee 


ANGUS, STONEHOUSE & CO. LTD 
TORONTO. ONTARIO Bh 


Pi ches” bret. 

DNEeOs “Rising drug costs have provoked much contro- 
3] versy. Costs of drugs and appliances are estimated by 

4 Sheps" (Ref. Sheps, New Eng. J. Med. 1961, 264, 394) to 


5] amount to 27% of the health care dollar compared with | 


6| 26% for physicians! services and 31% for hospitalization. 
7 f\ learn Oe "Drugs are bought by the public on prescription, 
gi or across the counter as self-medication. In Manitoba 

g| indigent patients on Medicare are provided drugs at 

10 public expense. In addition penicillin is provided for 

11| the prophylaxis of rheumatic fever and Insulin, 

12|| Hypoglycaemic tablets and B-1l2 are provided on a means 

13) test. City welfare eases have prescriptions filled at 

14|| city expense at a cost of $2,000 monthly.” 

15|| 22. The High cost of drugs has become an item of 

16|| national concern. There is one immediate recommendation 
17|| to reduce drug costs in Canada -- that the sales tax on 

18|| prescription drugs be abolished. Eight percent tax at 

19|| the manufacturer's level pyramids to a much higher 

20) percentage at the retail level. 
WA} 23. Removal of tariffs on prosthetic appliances not | 


22|| produced in Canada would result in substantial reductions 


93\| in cost. 

24 Respectfully submitted on behalf of the Manitoba 

5 Medical Association, 

26 KK... -vohnson; MoD, President. 

27 R. L. Cooke, M.D., Chairman, Economics Committee 

28 M, ©. Macfarland, M.D., Executive Director, | 
i 

29 R.P.H. Sprague, Assistant Executive Director. 

30 | 
| 
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APPENDIX A 


A BRIEF 


to the 


ROYAL COMMISSION ON TAXATION 


from 


THE COLLEGE OF 


PHYSICIANS AND SURGEONS 


OF MANITOBA 


WINNIPEG, Manitoba. 
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A BRIEF 
from 
THE COLLEGE OF PHYSICIANS AND SURGEONS OF MANITOBA 
to 
THE ROYAL COMMISSION ON TAXATION 


1963 


INTRODUCTION 
a4, The College of Physicians and Surgeons of 
Manitoba respectfully submits these opinions for your 
consideration. 
OD. The College of Physicians and Surgeons was 


created by the Manitoba Medical Act, February 28, 1877, 


being preceded by the Provincial Medical Board of Manitoba 


created by Statute of the first Legislature of Manitoba 
May 3, 1871. The College has continued under the 
Medical Act to be the licensing and Disciplinary authority 
of the medical profession in Manitoba, Only those 
registered by the College under the Medical Act are 
entitled to practise medicine, surgery, and midwifery in 
this province. The College now operates under the 
authority of Chapter 158 of the Revised Statutes of 
Manitoba, 1954, as amended by Chapter 45, Statutes of 
Manitoba, 1962. 

26, Every person registered under the Act is a 
member of the College. The College is governed by a 
Council determined by formal elections among the medical 
practitioners registered in the province. In addition 
there are two representatives of the Faculty of Medicine 


on-the Couneil., The Council controls and administers 
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the College and makes the necessary by-laws and regulation 
under the Act. 

Cee The Council is concerned with the qualifications 
of those applying for registration and with matters of 
discipline, It has the responsibility to ensure that | 
practitioners of medicine are competent and to maintain 
the highest standards of medical practice and education, 
The Council has the duty of assessing Specialist 
qualifications and it maintains a Specialist Register, 
In doing this, it maintains a close liaison with the 
University of Manitoba, the teaching hospitals, the 
Medical Council of Canada, and the Royal College of 
Physicians and Surgeons of Canada. The Council also has 


power to initiate formal inquiry into the practice of 


members as well as the duty of acting on all complaints 
from any source, These powers are exercised fully in 
the general interests of the public, and may result in 
suspension of the member, or erasure of his name from 
the Register, The judgment of Council is subject to 
appeal to the Court of Queen's Bench. 

28, The College of Physicians and Surgeons is to 
be distinguished in origin and function from the Manitoba 
Medical Association. The latter is a voluntary associas” 
tion and genérally serves a very different function, 

The College of Physicians and Surgeons is primarily 
concerned with the education and qualifications of 
medical practitioners and with discipline. It is not 


directly concerned with medical economics except insofar 


as it must exercise its powers of inquiry and discipline 


in respect of complaints regarding fees charged for | 
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| 


services and other professional matters. The Council 
takes pride in the standards of practice which it has 
been able to maintain in Manitoba. It also co-operates 


with other licensing authorities in Canada in the main- 


tenance of similar high standards. 


TERM (f) "THE CHANGES THAT MAY BE MADE TO ACHIEVE GREATER 
CLARITY, SIMPLICITY AND EFFECTIVENESS IN THE | 
TAX LAWS OR THEIR ADMINISTRATION," 
MEDICAL EDUCATION 
(a) Formal Refresher and Post-Graduate Courses 
29. The College of Physicians and Surgeons of 
Manitoba believes that, in the interests of the public, | 
all efforts should be made to continue the education of 
practising doctors. One method of encouraging this would | 


be to make the cost of formal refresher and post-sraduate 


courses income tax deductible, 
SiO) Formal courses are given by Universities, 
hospitals, and recognized scientific organizations, for 
practising doctors, If such courses could be accepted 
as necessary expenses of practising doctors it would 
benefit both doctors and patients. Medical education 
suffers from obsolescene and continued training is needed | 


to maintain and improve standards of care, 


Sie It is relevant to report that The College of H 
General Practice of Canada requires regular attendance at 
approved refresher courses as a condition of membership 
in that organization, Many hospitals in Canada now 
require general practitioners to be members of The College} 


of General Practice as a condition of appointment to 
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(b) Specialist Training 
See The College is of the opinion that the high 


cost of medical education may be an important factor 

in reducing the number of applicants for the study of 
medicine, This high cost is composed of the relatively 
high university fees and by the long years of training 
during which the students' contemporaries are becoming 
financially established, The expenditures made by a 
student or his family represent a large capital 


investment, The vastly increased cost in money and time 


SEI There are some income tax exemptions for 
students prior to graduation but no recognition for 
those proceeding to post-graduate specialist training. 
34. This College recommends that specialist 
training in medicine (normally a five-year period) 
and in other professions be recognized in the income tax 
structure by permitting the individual, at the end of 
the five-year period following specialist training, 

to average his income over the past ten years and make 
a final tax settlement, This principle is now applied 
to certain individuals whose incomes fluctuate widely 
year by year. 

BSr This would be a one-time privilege and would 
encourage specialist training; raising the standards 
of medical care and encouraging professional men to 


of specialist education accentuates this problem, 
remain in, or to return to Canada. 
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Respectfully submitted on behalf of the College 
of Physicians and Surgeons of Manitoba, 

A, P, Guttman, M.D., President, 

A. R, Birt, M.D., Chairman Executive Committee, 
R, L. Cooke, M.D., Chairman, Finance Committee. 
M, T. Macfarland, M.D., Registrar. 


ANGUS, STONEHOUSE & CO. LTD. 13 
| 
| 
| 
| 


R. P. H. Sprague, Assistant Registrar, 
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APPENDIX B 
REPORT OF PROF, C,. L. BARBER 

STERMINATION OF INCOME LEVELS FOR WHICH SUBSID- 
IZATION OF PREPAID MEDICAL CARE IS REQUIRED 

36, To determine the minimum income level at which 
individuals and families can be expected to meet the 

sts of prepaid medical care out of their own resources 
is useful to leck first at the level of assistance 
payments that are currently being made under various 
social assistance programs. Both the province of Manitoba 
ane the City of Winnipeg have set up scales of payment 
which vary with the age and composition of families and 


which are intended to meet minimum requirements for food, 


cheiter and other living costs, For some requirements, 


cuch as food, the payments are designed to provide an 
adequate diet on the basis of nutritional standards, 

Hor other commodities such as clothing the amounts are 
clearly below what is needed for the individual or 
family's continuing requirements and are apparently 
intended to provide a limited amount of funds ‘for cloth- 
ing for families who are not expected to be on assistance 
on a long term basis. Although there are variations in 
the amounts paid by the City and the Province the two 
scales are very similar, 

Bis A higher and somewhat more adequate scale of 


living is that provided in a study made for and published 


ty the Welfare Council in the City of Toronto, This study 


vet out to estimate the "Cost of a Standard of Living in 
lowonto whieh Should Maintain Health and Self-respect", 


ar) m oy Fa) 4 m te 
ing, The Welfare Council, Toronto, 


i 


| 


p ip” el per . 
5 UP Abn { 
ee de 


a » bein tenons Wie hey 


eee aa aan at ial india “Tet 
| usend ae. tear sh sia" mm ‘he sian itl we tn 


hy sight eta re ne a trtored ng yond whe: ite tras: foe 

t ; Seon Beta Ha tivecct ee gnO viaito a ck pe, 
Mie a wehalade os ny poe atte oo Fareeaah a Seis, ne | ton | 
oe Abang amas nt xsd fe ie OAR ne, eens ; 
A aaen | # ahtgeese Ae ‘best wet eh: peru ‘veh: bein, bei wit | | 
| brit tt 26 gs ne sot saath oc a ie, 

~ }! i een: eh, ghee i, sonmientte terse tat 

Se ky ad on ve wren acca caprpatag en rut saicaiadt | 

i" | BRN se em ‘epee ae, 1 aga ite d 


bari 28h, nouns: ae To hae 

isn dbnanlll a et ivea ve bang arpa ‘Nid a, 18, tie 

ae we bom cme é e. tan * mie. a hal need, it it Le me 
ily ‘; Wat m) i Net Cee Vicon ulicie end hag) | 


it Ryde 4 een yori f nb rt o ie a nd | 
a Ns fae Sa cin so ; = . ts si: 4.008 . Mf i ‘i 


ul , 


th ’ 
(pe 3 hilpaint i ra sa 
VO i iin | q 7 
iy i] 1 ee ' j : t 
i cate Aa | : 
: aM ie ’ ‘ag fae) ie 
is : i old (pa , j ’ y 
Le J ve U } 
Ce a Late i i : ; ‘ aver ! i ! 
i aie se ht, iy F Lp ie > = nt i" a‘ | An ; | ¥ iyi Root j As : evi 1 vin Hy t Hi } it } ie i 
aa Litt elt Pal) fies 3 Ta ee walla) iat) heel Lease ee TT Tine re) ee Sank” Ay? A ea a ee 


30 


ANGUS, STONEHOUSE & CO. LTD. nn 
cou 


TORONTO. ONTARIO e 


Revised, 1944,) But even this is incomplete in some 

respects and very minimal in others. Thus, no allowance 

is made in it for such major expenditures as furniture 

and major household appliances, These items are left 

to be added as notifications of the main estimate. Again 

the budget does not include the cost of a telephone or 

the cost of owning any kind of automobile. 

38, In this study it was decided to estimate a 

minimum budget on the basis of data drawn from both of 

the above sources, The resulting estimate was then 

adjusted on the basis of data obtained from a Survey of 

Family. Expenditures in major Canadian cities, (City 

Family Expenditures, 1955, Reference Paper No, 83, 

Dominion Bureau of Statistics, Ottawa.) 

Sor Estimates of the cost of food, fuel, utilities 

and rent are based primarily on the Family Budget of 

the Public Welfare Department of the City of Winnipeg 

(as revised on March 1, 1960). The cost of clothing is 

estimated on the basis of the Toronto Welfare Council 

study adjusted for changes in the price of clothing since 

that study was last revised, For the rest of the budget 

a flat percentage allowance is added. The resulting 

estimates for four different family groups are shown in 

Table I, The family types are respectively 

(1) An adult worker, 

(2) An adult worker and housewife. 

(3) The same as (2) plus a child of 5 years and one of 
aNAUE, 

(4) The same as (2) plus 5 children, aged 2, 5, 7, 9 


and 11 years, 
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TABLE I 
Minimum Family Budget for Four Family Fypes 
(1) (2) (3) (4) 

1 Adult 2 Adults 2A & 2c 2A & 5C 

~~ “"""(Menthly Requirements) ——~—~S 

Food 36.00 56.40 80.00 116,00 
Clothing 8.05 17.60 31.40 47.70 
Utilities oe) 3.250 5.00 6.50 
Rent 25.00 30.00 40,00 50.00 
Puel Tgo> 9.30 12.80 14.70 
Sub-total 79.90 116.80 169.20 234.90 
All other 32.00 46.70 59:20 10...50 
Total 111.90 163.50 228,40 305.40 


Ecuivalent Annual 


Income is 


Note: Annual Incomes are rounded to the nearest $50.00. 


4D, Before adopting the City of Winnipeg scale of 
food payments a comparison was made between this scale 

and the amounts recommended in the Toronto Welfare Council 
study. When local prices were applied to the food 
allowances in the Toronto study, the amounts obtained 
checked very closely with the Winnipeg scale with but one 
exception, The amount allowed for a single male adult 

in the City of Winnipeg scale is apparently based onthe 
amount required by an inactive rather than an active male. 
Accordingly, for a single adult male the amount obtained 
in the direct estimate was used. 

Uaioe The amounts allowed in the Winnipeg scale for 
rent and utilities are considered as pretty minimal by 


some welfare workers but no direct adjustment was made to 
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these amounts. The amounts for heating are based on the 
cost of Souris coal and on the City's experience in the 
period when coal was supplied directly. The estimates 
for the four family types assume two rooms, three rooms, 
five rooms and six rooms respectively as the basis for 
determining fuel requirements, 

42 , The clothing allowance in the City of Winnipes 
budget was apparently determined as a little more than 
half of the expenditure of low tneome families. Since 
this did not seem suitable for use here, the City of 
Toronto Welfare scale of clothing allowances was adopte 
instead. This may understate the equivalent cost of 
Winnipeg since the more extreme climate in the West 
increases clothing requirements, It is believed that 
clothing prices do not differ substantially between 
Winnipeg and Toronto although no exact data on relative 
prices is available, The clothing estimates published 
by the Welfare Council of Toronto in "A Guide to Family 
Spending in Toronto, Canada, 1949" were adjusted for the 
price rise: since that data. 

43, The cost of all remaining items in the family 
budget was estimated by applying a flat percentage addi- 
tion to the cost of food, clothing, utilities, rent and 


fuel. This addition was 40 percent for family types (1) 


and (2), 35 percent for family type (3) and 30 percent for 


family type (4). This flat percentage addition is 
designed to cover the cost of suc! items as furniture, 
home furnishing, transportation, recreation, personal 
care, household supplies, newspapers, medical care, life 


insurance and savings, It may also compensate in some 
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estimates, 

yu, The size of these percentage allowances were 
arrived at in the following way. If we label expenditures 
on food, clothing, fuel, utilities and rent as "major 
group" expenditures, then in the Toronto Welfare Council 
budget the "all other" group of expenditures amount to 
only 25 percent of "major group" expenditures, On the 
other hand, ina survey of Winnipeg families in 1955 the 
corresponding percentage was 90, This same survey 


indicated that expenditures on the "major group" items 


Thus families with total expenditures below $2,500 in 
seven Canadian cities in 1955 devoted 68 percent of their 
total expenditures to the "major group"; for families 

in the expenditure range $2,500 to $2,999 the percentage 
was 63. For these two groups of families, "all other" 
expenditure as a percentage of their expenditures on 

the "major group" were respectively 45 and 59. This 

same study indicated that these percentages decline as 
the size of family income increases. These data are 
summarized in Table 2, It will be noted that the 
percentage allowance made for the "all other" category 

of expenditure in Table I is slightly lower than the 
amount allocated to this group by urban Canadian Families 


bulk larger in the buijgets of the lower income groups, 
whose expenditure was below $2,500 in 1955. 
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1 TABLE 2 


3 for Various Family Groups 


| 
| 
| 
Relation between "all other" and "major group" expenditure 
= 
| 
1 
| 


4 "Major Group" "All Other" 
Family Group as a percent as a percent 
5 of Total of "Major 
Expenditures Group Expen- | 
6 ditures | 
—_— 
7| 1. Toronto Welfare Council 
budget, family of five 80 25, 
8 | 
2. Winnipeg families, 1955 53 30 | 
9 
3.. Urban families, total | 
10 expenditure under $2500 68 4s | 
11 4, Urban families, expendi- 
ture class, $2500 to $2999 63 59 . 
12 | 
5. Urban families, 2 adults 54 34 | 
13 te ‘ 
6. Urban familes, 2 adults 
14 and 2 children 56 78 
15] 7. Urban families, 2 adults 
and 4 children 61 64 
16 
{ 
Gk. _—— lll lll 
17 | 
Source: City Family Expenditures, 1955 and a Guide to | 
18 
Family Spending in Toronto, Canada, 1949. | 
19 | 
4s, In order to assess the validity of the estimtes| 
20 
given in Table I, it is useful to look at the allowances i 
21 
granted under some other government assistance programs. | 
22 
The following data compare the estimates in Table I with | 
23 
the maximum payable under federal government programs for 
24 | 
veterans, the blind and disabled persons. 
25 
j 
26 | 
2% 
28 
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Single Married Married Married 
Adult Couple 2c 5C 


Annual Totals 
Table I $1,350 $1,950 $2,750 $3,650 


Veterans, total 
disability 1,800 2,400 2,820 Syieoe 


Veterans allowances, 
permissible ceiling 
income 1,080 1,740 


Blind, permissible 
income ceiling with 
allowance 13200 1,980 


Totally disabled, 
permissible income 
with allowance 960 1,620 


Maximum unemployment 
insurance benefit, 
52 wks. 1,404 1,072 1,872 1,72 


Source: The National Finances, 1959-60, Canadian Tax 
Foundation, 

46, Examination of the data in this Table indicate 

that the estimates in Table I are not widely different | 


from the amounts paid under these other programs. This 


suggests that these incomes should be considered the 
minimum levels at which people might be considered able 
to meet the cost of prepaid medical care. They might 
well be regarded as the lower limit of an income range of 
several hundred dollars over which people would find it 
increasingly easier to meet the costs of prepaid care, 
47, It should be noted that these estimates are 
based on living costs in the Winnipeg metropolitan area, 
There is reason to believe that living costs are usually 


lower in rural areas anu. in smaller urban centres, 
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However, this may not be true of the more northern parts 
of the province. No precise estimate of the amount of 


these differences is avatiable. 


CONCLUSIONS 
48, These data suggest that individuals and families 
in urban areas of Manitoba whose income is below the 
following levels, require some subsidization in meeting 


the costs of comprehensive medical care, 


1 Adult $1,400 
2 Adults 2,000 
2 Adults & 
2 Children 2,800 
2 Adults & 
5 Children 3, 700 
49, Since living costs in rural areas and smaller 


towns are usually lower than in larger urban centres, any 
plan of subsidies which is based on the above scale of 
incomes would also adequately cover the needs of people 


who live outside of the larger urban centres. 
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INTRODUCTION 
B a! It is our purpose to set out generally 
accepted principles of taxation -- to relate py 


way of reference the historical development of 
tax systems, point out what we consider apparent evils, 


and to enunciate specific recommendations. 


on Firstly, we define a tax as an obligatory 
contribution by persons in respect of, or incidental 
to something which they possess, or something they 
do. As defined by Sir Robert Giffen: 


"Taxes in the proper sense of the word 


are contributions by individual members 
of the community to the expenses of 
the state". 
(t) 
They must be distinguished from payments which 
confer corresponding benefits, such as water 
rates, since taxes in the true sense are a com- 
pulsory payment where there is no guarantee of a 
definite return. 
Sic In considering any proposal for natztonal 
taxation, two factors are essential: 
(a) to assure the Treasury of sufficient 
revenues to meet the public need, and 
(>) to assure that the burden is equitably 
distributed among those required to 
contribute. 
We can refer to the first as the principle of 
economy and the second as that of equity. Without 


the first the government cannot fulfill its 
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responsibilities; without the second there is 
injustice and a lessening of economic activity. 
"To create offices and to establish 
government is for the end of 
nourishing the people. To tax the 
people and to get revenue is for the 
means of supporting the government. 
A wise ruler does not increase the 
means at the expense of the end. 
Therefore, he must first pay his 
attention to the business of the 
people and give them a full chance 
for their economic activities. He 
must first enrich every family and 
then collect the surplus of their 


income". 


(2) 


Development of Taxing System 


Ne Historically, taxation was essentially 
proportional and fixed to the ownership of land. 
Land owners were menuired to contribute to the 
defence of the state and as contribution of men 
at arms became outmoded, the state provided the 
defence but obtained the necessary revenues by a 
tax on land. Subsequently, this was varied to 
include property both real and personal, but land 
remained the principal source of revenue. 

Be With changing patterns of wealth it 
became obvious that an individual could have a 


large income without owning land and own large 
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acreage without corresponding income. =» Great 


Britain, from the period 1840 to 1890, direct 
tax on income represented only 10% of total 
revenues. By 1900 this increased to 25%, and 
in the period 1900 to 1912 it rose to 40% of 
total revenues ¢ 3) Here in Canada income taxes 
have increased from 27% of total revenues in 


1939 to 55% in 1958. (1) 


6. The case for proportional taxation 

rested on the assumption that the existing distri- 
bution of wealth was the best possible and should 

be maintained. If one accepts this premise, then 

a fixed proportion as applicable to all individuals 
in the state, regardless of the amount of their 
income would be the most equitable. 

ae Progressive taxation rests on the princ- 
iple that taxes should be collected from those incomes, 
or parts of incomes, which are of least ViweLoy, co 

the community or to the individual. Applying the 
progressive principle, taxation increases percen- | 
tage-wise as income increases, to a point where, 
having passed a particular point in income, the 
taxpaper has any surplus confiscated by the state. 

It is this principle which has become the standard of 
taxing statues in the majority of countries. 

8. There seems little doubt that the pro- 
gressive principle in taxation is as valid today as 

it was at the turn of the century, but what is nec- 


essary is a re-appraisal, a redefining, a re-- 
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application of the principle to meet the current 


economic situation in Canada. 


PART I - INDIVIDUAL 


Proposals 


We would recommend as follows: 
9. A tax equal to 10% of all payrolls, be 
they daily, weekly, or monthly, which tax is to be 
paid by the employer; 

a) Self-employed individuals will remit 
quarterly an amount equal to 10% of 
net income. 

b) Those required to pay interest, royals 
ties, dividends, etc., will deduct 10% 
of such payments and remit. In the 
case of payments received from non= 
residents, the recipient would remit 
an amount equal to 10% of the payment 
received. 

10. Individuals whose annual income does not 
exceed $6,000 will pay no further tax and are not 
required to file a tax return. 
a) Individuals whose annual income exceeds 
$6,000 are required to file returns. 


Personal exemptions should be abolished. 


If specific problems require assistance 
these can better be adjusted through 
the vehicle of Old Age Security and 


Family Allowance payments. 
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1 b) A married couple whose total annual in- 

2| come exceeds $6,000 are required to file 

3 a joint return and the total income will 

4 be subject to tax at the same rate as 

5 individual tax payers. 

6 ce) Dividends received from taxable Canadian 

7 corporations will be subject to no further 

8 tax than the 10% deducted at source. Divid- 
9 ends received from foreign corporations 

10 will be included in calculating personal 

11 income, 

12 tA: Incomes between $6,001 and $56,000 will be 
13 subject to further tax of 20% on the income in excess 
14 of $6,000. Incomes between $56,001 and $106,000 will 
15 be subject to a tax of 40% on the income in excess 
16 of $56,000. Incomes above $106,000 will be subject 
17 to tax at the rate of 60% on the amount exceeding 

18 $106,000. 


19 12. In establishing the basic rate of 10% on all 
20 income we are suggesting a proportional contribution 
21 that every citizen owes for the operation of government 
22 regardless of that income level. 

23 "A state cannot support itself if the 

24 subjects do not support it. Now this 

25 support includes all the needs of the 

26 state, to which, consequently, all the 

27 subjects are obliged to contribute. 

28 | From this-necessity there follows first, 
2 a natural obligation of subjects of 


a every condition to contribute in 
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proportion to their income or their in- 
dustry without any of them being able 
reasonably to escape it; secondly, 

that it is sufficient to authorize this 
right .to be a subject of the state; 
thirdly, that every privilege which 
tends to exemption from this contrib- 
ution is unjust and nid abuse and can 
only prevail to the prejudice of the 
public......I1t is therefore essential 
that each contribute to the needs of 
the state according to his income, by 
such proportion of which no one can 
complain because it would be so spread 
and distributed that although it would 
be equally born by all individuals from 
the highest to the lowest no one would 
be over charged because no one would 


bear it except in proportion to his 


(5) 


income, ' 


13% It is our purpose to have the tax paid by 
employers at source in a manner simple of calcula- 
tion and equitable in its results among employees. 
At present, employees doing exactly the same work 
receive varying amounts in take-home pay, due to 
tax deductions that differ with circumstances that 
have nothing to do with their employment and pro- 
duction. 


14, Under our proposal each employer would 
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contribute an amount equal to 10% of his payroll 
and every employee would receive his full wages 
without deduction regardless of his marital status 
and family obligations. 
53 There will perhaps be additional cost to 
the employers on inception of the plan to insure that 
no employee's take-home pay is reduced because of 
the tax change. This will obviously be the case 
in the situation where present employees 
are not taxable. However, these added costs will 
have to be born during the initial transition phase, 
but in the long run salaries and wages will be 
fixed by the force of labor supply and demand. 
Total labor costs will find their proper level in 
the value of the service performed by the employees. 
16. Mirabeau, an 18th century economist, sets 
out three essentials of a satisfactory taxing 
system: 
a) that it should be established immediately 
at the source of revenues; 
b) that it should be in a known pro- 
portion and suitable to these 
revenues ; 
c) that it should not be over-burdened 
with the expenses of collection. 
(6) 
ET The scheme we have suggested incorporates 
these three essentials. It will be calculated at 
source -- it will be of a fixed amount -- and the 


costs of collection and administration will be 
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minimized. Particularly is this so when we elim- 
inate the filing of returns of those whose income 

is under $6,000 per annum. Based on the taxation 
year 1958 this would reduce the tax roll by approx- 
imately 88%." In addition, employers would be saved 
the very substantial costs of making individual 
computations. 

18. Under this proposal personal exemptions 

will be abolished. If it is intended to assist 
large families with low incomes, this should be 

done through Family Allowance payments and not 
through variation on taxable income. We should 

not distort the tax system for sociological pur- 
poses. This proposal will also eliminate the exist- 
ing resistance to work on the part of a great number 
of wage earners. 

19. With regard to a married couple, it is 

our opinion that they should be considered as one 
person for income tax purposes, since it is the 
family unit with which we are dealing. The low 
basic rate on the sum of $6,000 will create an 
incentive in the lower income levels to increase 
total family earnings, while the effect of a joint 
return above $6,000 may result in women leaving 

the labor field. 

20. Since corporate profits will be taxed 

40% in the hands of the corporation and an addi- 
tional 10% before transmission to the shareholder, 
it is our submission that this is a sufficient 


tax burden and that such dividends should not be 
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included in computing individual taxable income. 
Such a scheme will e a real incentive for in- 
vestment in Canadian industry and will permit the 
investor to predetermine with certainty the "net" 
return on investment. 

Rates 
el. We are recommending that income up to 

$6,000 per annum be subject to ho direct tax. The 
government will have received a 10% contribution 
from the employer, but the wage earner at this level 
of income will pay no additional tax. It should 

be clear that our proposal contemplates no additional 
deduction at source. In other words, the employer 
would be responsible only for the payroll tax of 
10%. Any additional tax, (on incomes above 

$6,000) would be paid directly by the wage earner 

to the government. | 

22. Between $6,001 and $56,000 we are re- 
commending that the excess, namely $50,000, be 
subject to an additional tax of 20%. This particular 
group of taxpayers holds an important place in our 
society. It includes the bulk of our professional, 
managerial and executive personnel who must be 

given tax incentives in order that their personal 
sacrifices be rewarded. In the present competitive 
world situation these sacrifices are essential if 
our economy is to expand and to operate efficiently. 
25. In an article appearing in the "U.S. News 

& World Report" of March 18th, 1963, written by 


Rene A. Wormser, the present tax system is critically 
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1 appraised and at page 60 the following appears: 
2 "The conclusion is inevitable, that the 
3 citizen who is most hurt by the progress- 
4 ive personal aheoute tax system is the man 
5 in the middle -- the man in the economic 
6 class which is most important to our 
7 society. This class includes the pro- 
8 fessionals, the self-employed, the high 
9 grade artisans, the teachers and the small 
10 businessmen. This class in particular is ! 
11 hurt by two philosophic absurdities which 
12 underlie the progressive tax system; the 
13 reward granted for extra work and greater 
1a effort is the imposition of a higher tax 
15 rate and after a member of this class has 
16 gone through what is usually a long period 
17 of economic struggle his peak income is 
18 clipped off by the tax law during that 
19 often short period during which he has 
20 attained financial success. Indeed, govern- 
21 ment created inflation increases his tax 
22 burden". 
23 24, We are not abandoning the principle of a 
24 progressive tax rate. What we are suggesting is 
25 that the steps, in the progression be levelled out 
26 and that the incentives for greater production, 
a7 | the rewards for greater effort, be extended by in- 
"28 creasing the area in which income can be earned 
Zo without attracting confiscatory tax rates. 


3 25. Above the range of $56,000 we recommend a 
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rate of 40% of the excess and above $106,000, 

60% of the excess. These latter two categories 
represent relatively few tax payers in the country, 
nonetheless we should not maintain a system that 

is punitive at the upper level. The reduction from 
the present 80% to 60% on the upper limits would 
have less impact on an expanding economy than the 
proposed reduction in the area from $6,000 to 
$56,000. 

26. It is our considered opinion that the 
proposed rates would in no way threaten the revenve 
position of the federal authorities. It is estim- 
ated that gross personal income in Canada for the 
year 1958 totalled $16.2 billion. The amount receivea 
in taxation was $1.3 billion. The average percent 
of tax on total income was, therefore, 8.52%." Ee 
our scheme is introduced, the national government 
would receive an amount of 2.04 billion, or an in- 


crease of $657 million. 


PART II - CORPORATIONS 
Cis We now turn to deal with the other legal 
entity subject to income taxation: namely, the 
corporate structure. Our recommendations are as 
follows: 
a) that the rate of corporate tax should 
be 40% from the first dollar of taxable 
income; 


*See appendix "A" ** See appendix "B" 
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1 b) that the exemption of Crown corpora- 

2 tions, non-profit corporations, limited 
3 dividend corporations, co-operatives 

4 and credit unions be abolished. ; 

5 c) that all corporations doing business in 
6 Canada should be subject to the same 

7 level of taxation; 

8 d) that corporations be obliged to declare 
9 ; and pay dividends annually in an amount 
10 not less that 1/20 of the undistributed 
11 income of the corporation accumulated 
12 to the end of the previous taxation year; 
13 e) that pestrictions should be enacted so 
14 as to prevent the use of corporations 
15 having financial losses as tax saving 
16 devices for other corporations; 

17 f) that fees charged by non-residents for 
18 administration or other services rendered 
19 to tax paying Canadian corporations 

20 should be subject to the same taxation 
21 rules as above set out foe the payment 
22 of salaries and wages; namely, that the 
23 Canadian corporation should remit a tax 
24 equal to 10% of such fees charged and a 
25 further 15% non-resident tax should be 
26 deducted and remitted at the time of 
97 | payment of these fees; 

28 g) that legislation should prohibit the 

29 accumulation of income in corporations 
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1 g) express SaEnoas of avoiding Canadian 

2 taxation. 

3 28. In recommending a rate of 40% from the 

4 first dollar of taxable income we are suggesting 

5 an amendment to the present Section 39, wherein 

6 the tax payable by a corporation is 18% of the 

7 taxable income if it does not exceed $35,000, and 

g $6,300 plus 47% of the amount by which the taxable 
9 income exceeds $35,000. Adding on the tax for 

10 Old Age Security, we have a gross tax of 21% on 
41] the taxable income of corporations earning $35,000 
12 or less, and 50% on those corporations whose taxable 
i3 income exceeds $35,000. 

14 29. The principal purpose in these provisions 

15 is to assist the small corporate operations, particu- 
16 larly those which are owner operated. It is clear 
17 that some type of assistance is necessary; particu- 
18 larly the need for reinvesting the income of the 

19 company in the expansion of the corporate business. 
30 Bo. It was argued that the existing pro- 

21 visions were inequitable in their effect on the 

22 small corporation, because to take the same pro- 

23 portion of the taxable income of the small corpora- 
24 tion as compared to the income of the large public 
25 corporation had a more serious dollar impact on 

26 the smaller company; and further, that in the area 
27 of financing capital expansion, the large corpora- 
28 tion had available to it capital resources intern- 
29} ally developed, and was in = 


er 8 an the monev merce: . 


ee nate: bch sire. ti tee | 
he } z¥ | hi ; ie ny habe vie “7 fare ae 
j 
\ 


+) pide 1 wager ork o, ire bhai 


“eben oe wie tomes! ae aed of" sonctena 
* ae - 


ond sn Wer atin mos Cekut slike ‘ays atdiiend: at 


hem O00, 427 Repro FON ven, a af) asad e 


mers | | 1 My bela i, 


ui’ 
eldexmd eda catiiw pdt tovonim: eons n oer eotlioce a4 
ant ri a, ~ ale [ 
as 8 at ND: ie. Ae Ee \ 8, aes vbanne aaa 
| } PS iacel } 7 ; a Nture Ay 
DHE sae nt 0 RED ey pies wel ¥ avait ° -? cavsiet: oe Fa J 7 
2 a j ! rm ; tay ie ae Oaliy a 
i 


sa i VEO VRe $) min eae | ieee hee Ly nee paves hy ee rs Nalbiaass ee 
ae jaf Nal fe os ania i waicg 
4 it Siew 3 5 ie #11 } ne ’ PD we sh ine Cat » 
mh air it: bere De ies 1 Nes ane ote Ke aoa : 
; J ‘ ! a bs a pays ait ih 
sholatvon: wnat sl) eapyteg legksnlaeg nti cafe OE 
D5: mgd Puen , een? ey wit we ah em Ltewey . ght Mert Sun O72 “pt. 
er 4 if a | m x is ' 
pa) } L ne wr rd)! f C.F : : 
or tel a 0 LRRD RL ere ein le ego? cael 
: ; 2 WL | od ets ’ Hy t i uot 
ao hoeadq: 7 palace el! ieee diee ~ ra ore vias 
si i ta be a : rh 
Ps , ATS Baopi? ae anh saavnters % » tien al tener 
| A ve} ; / 4 ie 
4 is i <Baeni eed eo ReEdies edt “Lo oe tenwend ect: a dae cube 4 e 
7 
‘ v ; pe 
r negate’ aul relies nahh ade eer ae f a ae 
t ; - et “ d 24 +: 
: oy eee 1G aie Tes hess Ae #8 dad fefpiesrl” osene ane baked, a } 
Gs | eres \ — Uy y ‘ Tis 1 ij % ih 
} i way with «2 ms ieen fy od ae tun a f aks \ it PR e008 Eafute 
* by : : : Pray Fa iv Rigs D445, , 
ts asset a Cie eto Oi en eee ae Hi es sibieie - 


H ih) 
ri ‘ , 


WL AD 

io ae add Lp webentt al? of Desage > ais vue nial hi 

} ; ae i 4 F y y 
‘ea oO Tosmgop sa tle hi bites v7 ome ‘sh. Daal scien 

. aes ee AN 

: aa SOrS HAS ML) MAD ot marie: baw : vue Tel iame at iL 


ey: 
piawn boat bee te is 
alt fae Pune 1) q iy 
hi ‘ 


Bete aT 
al 


~wecrion sgaet nds hobs emote one she ‘yatoninad 2% 1) 
4, j ah 4 JG hae 
te Heese) sooo fatiqns tt Big 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO at vie = 


ly. While the rationale behind the provi- 

sion is meritorious, the present complexities of 
the statute and its effects on the taxing system 
require re-appraisal. Our proposed rates on 
individual income will permit proper compensation 
and increased incentives for the expansion of 
corporate business. In addition, we feel that the 
proposed rate of 40% on all corporations, regard- 
less of amount of taxable income, does not impose 
an undue hardship upon the small corporation so 
long as generous taxing provisions are provided 

on the individual level. The amount that will be 
taxable will be that which remains after deduct- 
ing the appropriate salaries. 

32 In the family owned, or owner-operated 
small company, the after tax portion of such sal- 
aries beyond the immediate needs of the recipient 
are availlable to be loaned to the company in ex- 
change for preference shares or promissory notes, 
or other forms evidencing liability by the corpora- 
tion. In this way the company can obtain working 
funds for expansion and the individual can build 
up his equity in the corporate enterprise. 

33. ; No sooner were the provisions of Section 

39 enacted than there was the tendency for larger 
corporations to divide themselves into smaller 
ones, each with a taxable income of less than 
$35,000, so as to take advantage of the lower rate. 
In an attempt to frustrate this tendency, provi- 


sions were inserted into the Act with regard to 
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1 S'Sie associated corporations, and we have the 

2} situation today where it would take a lawyer, 

3] with the assistance of an accountant, a mathematician, 
4 and a fortune teller to accurately advise as to 

5 whether companies would be associated in any specific 
él situation. 

7| 34. In the November-December issue of the 

8 Canadian Tax Journa, Vol. 10, No. 6, at page 460, 

9 Mr. J. V. Decore states: 

10 "Section 39 has three major wealmesses: 

11) (i) corporations with no economic assoc- 

12 iation may be associated even though 

13 such an association could be most un- 
14 fair and at times ludicrous; 

15 (ii) the tax avoider, the person at whom 

16 this very legislation was directed, 

17 can still side step the higher rate 

18 by forming several cornvorations which 
19 may even be carrying on the same 

20 business enterprise; 

21 (iii) in some cases, utter confusion will 

22 arise due to ambiguous terms and pro- 
23 cedures." 

24 Bs These sections on associated corporations, 
25 related corporations, etc., perhaps best illustrate 
26 the prime evil existing in our laws today; that of 
27 complexity with the resultant inability of even 

28 experts to understand and apply the regulations 

291 end provisions. Mr. R. A. Wormser, in the 
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35% sums it up as follows: 
"Tax laws should be understandable to the 
citizen of average intelligence. Our 
present laws are so infinitely complex 
that it is far beyond the comprehension 
of experts, and indeed there are few experts 
if any who know and understand all its pro- 
visions.) Injeats rates and often in its 
theory, our income tax system is frequent- 
ly very harsh and even punitive. There- 
fore a good percentage of the members of 
the bar and our chartered accountants 
apply their brains and energy to devis- 
ing ways in which to get around objection- 
able features of the law by legal means. 
A way is found in which to legitimately 
avoid a harsh rule, whereupon the tax 
department ..... concludes that a loop hole 
has appeared;.the loop hole is closed by 
a new piece of legislation intended to be 
remedial, and generally more complexity 
results." 
36. Our proposals would not impose an undue 
hardship on small corporations, while the recommenda- 
tions on individual tax rates would maintain the 
interest efficiency. 
SCF In short, it is our opinion that the 
objectives of Section 39 can be maintained while 
eliminating the formation of corporations that are 


created solely to take advantage of corporate 
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37. taxation at the 21% rate. 
38. It is an underlying principle of taxa- 
tion that taxes should be applied equitably and 
that persons in the same position should bear the 
burden of taxation equally, or as was stated by 
Hobbs: 

"Equal justice demands the equal imposi- 

tion of taxes and this equality depends 

not on tne equality of sviches but on the 

equality of the debt that every man owes 

to the Commonwealth. 

(7) 
39. Corporation income tax is a tax on enter- 
prise -- successful enterprise. Provided it is 
levied upon enterprise equally the supply of cap- 
ital will shift the margin of profit upwards to 
provide the greater part of the tax collected. 
Corporation income tax then becomes a cost even 
Chovechedc 45.atax on profits, —Tosexempi major 
elements of corporate enterprise from paying this 
proportion of the required revenues of the state 
is detrimental in several respects: 
1) It shrinks the stream of funds from 

which revenue can be produced and 

reduces the financial resources of 

the state. 

2)It imposes an ever-increasing burden 
on the enterprise that cannot avoid 
the tax and imposes costs upon certain 


enterprises and not on others. 


7 aM int 
feito Paaaal Ate | i 
pene sion i toy 
rn rt ! v4 ke rey ‘ i 
Gate eee ineckice Feka"a ante he ‘izadovBs 
Ng ea, ane 
pte to nene earryivins Wy ktaaeao- 08 S bss 
Retk A ]) 58] a 


ahaha Latnoe bers wai artte Sa iaiocwne te ae 2 
ane 


iM . 


destnamedh ine eset edtnisiby the oe weet 


iv ide ) i ae: 

wits J eran ‘ae hel aborts ‘sever Boe) " ie 
{ ; cite wei : 
ent Gomes ey “nee integer 9" ti 


on 


b ft ‘ 4 re + r i) A ! 
ne yt ‘ ‘ 
ty ve ae hel siete | Fe abba went a ONT: ae ishete. 3 
el! ipa ; : i * Nips , ely bh bela i Tiel 
4 ; ] ’ : Noe 


i ; i } Bia i 
ih ek: ail Hidvigity” ‘ot? sal aie, 0) went if 


CneW: fic, 


{ on “ ( Mt a eee a ren eqnh® wel riper et tad, amnacy 


jy ay ) ‘ : 
eT a i Pi sty —7 ++ ual) | if aye 
ann yi Tei j a . web he Fy “N 
Aha et an | = heapecerey ib tal 2 veka ent! Metal ag eda eo 
7 } 4 > he ) a y i 4 1 - 
¢ 3 We 4 M ; BA, FI 
Bs ; Ghats”: Je enced pl eke wt Coliia ia a ‘oe 
Se sith > i: Se + : j pa ‘ it vii ie 7 
ah q ~* c 4 Sun) i xi 
rs ) a 


ij 
eh EL is afdanes 1) ad ‘ohaes tate. ul 


’ : , soe wa ad 
e ogat ofp tern! Yo eet eat anette 3 sottemeats mk) 
bone vit re ‘ ; fr hae, 
; Lia Ny, wh og STD nae - 7 is $6 
Pili Ls _ Weedug ‘ante He ate wok £ yites tks ue. ar wet | ta 
{ ‘ : an, : i, j j f an mk y 
; al US. ae Vy ni." 
es 1) ‘HTT & aoa : ner asd wr oF ’ 40s a8 oni 
7 4 j 
ope : } ve ; { J : 
mont Ipehireewit to muiveteasi«c ne + eotnt teian9 ey 
mel bs 4 i! a An, . 7 a : 
iP mes] ooterer{> & bee met elge reaitetibit ad -binadiy 
be ie p noe 1 ) Wi@ ‘ ; Fv ie 
i. Woo ae Seem ger! 6 guar toe? oot Sonat ‘ettd: . 
t ay ; fabs eh : of , f Bt od 
“4 : , / eee Ce 
eS ra Y “82 -_ Sethes tna f 7 ten shea etn evi ipreqo-ct aft) 
i a ‘ 4 ie t ; ; ei : ee h 4 
PPE ei’ oP poe WD wale Sa Sekag: feyese e mor, tidiesre 
Z ; 2 a ‘ > . tn vr ok ‘A 


“yy ; we 


+ a 4 + ; 
! 
Nick aint ‘ne serene | ant owned Mance 


» } f 
| ali i} owe 
\ ey nasil ont a seat e wis robs yee ion ae 
“ ae ¥, len iu) dy an 4 } NAA 
F i pie :' 


aed feawtt: hee romaine 


ANGUS, STONEHOUSE & CO. LTO. = 18 
TORONTO, ONTARIO 


39. 3)It distorts the pattern of investment 

having regard to the optimum allocation 

of resources for economic efficiency. 
40, The savovaredt Se state socialism, free 
enterprise and co-operative enterprise, each claim 
a margin of economic efficiency and social contri- 
bution. There are efficiently run and mismanaged 
examples in all three areas! eit the existing 
exemption from corporate income tax imposes differ- 
ent standards upon these areas of enterprise. 
41. There can be little dovbt that corporate 
income tax is viewed by corporate investors as a 
cost. Profitability, and in particular prospect- 
jive profitability, is gauged in terms of "yield 
after taxes". Non-taxable enterprise can exist 
in circumstances where the rate of return to cap- 
ital is substantially lower than in the purely 
private sector. ia tHe lonc un, SuUCKMandlS ter 
ential implies an alteration of investment from 
private to non-taxable form and a diversion from 
the most efficient use of investment resources. 
The co-operative enterprise may be extremely de- 
sirable from a social point of view. ARS OGe SH 
should be encouraged by some other means than 
tax exemption. 
he, Corporate income tax exemption weakens 
the economic structure by reducing the economic 
standards required for investment, and these by 
legal rather than economic means. Further, insofar 


as the policy of fiscal encouragement is effective 


if 


mine ‘ 


b a) oh 


foal 


a 


Ve ? ‘niate ea isarinsesce pins 


‘ 
by pebiare vege iagiel seiwoh teats oe om ete es eal 
/ ; ny l H 


Ly ry ot Sieh 
ch learnt 
ik. Mh i. 
£ fj 


1 paca 


it Luteo Ho Te rs en 4 
} 


+ 


. \% 
eps va 


eh 


) 


tite Aa art ast 


t sit 4 fe See 
K - of : ites 


Bah “trite: tareoe ‘wn 1% eta: mauaenont,, 


au oma ty 
at i ‘ 
‘beggin ust, one mit Ye taza, ‘ore wont 
jd as a f ‘i iis j De iy 
neste net? tube sin some a: * 
i “La iit Persia mpin: ‘sn: spon is witiolg write met 
; ri ot h ' aa, 


iW a riliten, ie Iidgaal Wan 0m ie ie ry 


t , 14 


ah : ay * 4 iW 
® eh: wtcd aes srsomes % =f awa ty we: stat aoe 
ae i °¢ PLAY ivi! bah Hig ; 
.Syegedt¢ akeouorg int ‘pe Et. t thi VSties “ 
yy ' -f Nae 


} capt hb 
oy PK eH Mat RMT reas 
+ PAL elo wad Veo ham teil "wane Ag ose ; 
MRO IA senRHT ey aula ete erie ie cnsawawatts 


bioie De inca? one Legging et tei big vibe ie | 


Wy 
Ae 
pa 


nn eae . i ca 3 
SM MI Site 2 ruling et ‘he thy 

Os hi 20 coe Fi an: pace al 
49th & fae ,aer poet. Gay i! mere hae ll 


coe) itreentopends Yo geivered fe cs sat _ ieistis ; 
“7 ‘ a a =e 
} pheaeny hes: ‘pe scent 


mus) 


or] 


ert dremeevnl to @au diel acitte Jace, ‘ony 


fe en it 4 


' ; oe 
‘St ,o8 2 wale Yo Satay Delote € 
jee ; ~Gitt eae Teds 
, ue i A " ee “ + 
= : ' i* 
| ’ af nh bit 
me uf ee 

i ove vee | we ¢ Papua dat “PER oer ‘ye 

' ; ; Slabs ‘ 


y ine x 1 he iy 
ie > antuneyt me a statin jr ‘ee onsite #3 Sal 


ANGUS, STONEHOUSE & CO LTD. 
TORONTO. ONTARIO = 19 = 


42, in promoting non-taxable as opposed to taxable 
enterprise, it is self-defeating since the revenue 
must be provided from an an ever reducing base. If 
the present corporate tax burden were reduced by 
spreading the revenue requirements of the state 
over all corporate enterprise in the nation in- 
stead of imposing a discriminatory burden on some, 
the rate of taxation could be reduced while main- 
taining or increasing revenues realized. 
43, It is alleged that the vayment of income 
bax DynC ROW, GosupoOracLOMs, sis lari iit etal ssince it 
amounts to transferring funds from one vocket of 
the public to another, however corporate income 
tax is a current charge on enterprise and should 
be levied as such. ING Mus sakenes Swwbieanenteieen glover islets 
profits of Crown corporations will eventually 
find their way into consolidated revenues, the 
expenses of the state are current in nature and 
must be obtained from the taxpayers presently in 
existence. a gecun corporations should be required 
to make their contribution to current expenses. 
yy, In addition, the role of Crown corpora- 
tions is not equal in the various regions across 
ero By participating in the federal corporate 
tax the Crown enterprise would make a contribution 
to the resources of the provinces under present 
tax sharing agreements. 

"The obligation of paying taxes must 

be general and equal. Exemptions of 


indivilual classes or persons are t° 
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1 44, "be avoided. The private right ofin- 
9) come of the state must, as against 
3 the community, be liable to taxes 
4 that it may not, in competing, stand 
5 in a more favorable position than 
6 that of private individuals. Communi- 
7 ties and other legal persons are to 
8 be equally liable to taxes in respect 
9 of their economic profits.” (8) 
10 
i1 45, We do not advance this proposal with a view 
12 to upholding a particular form of economic enter- 
13 prise, be it state, private, or co-operative. Our 
14 purpose is to recognize that corporate income tax 
15 is a charge upon enterprise for the current public 
16 expenses, and that these public expenses must be 
7 met. The charge should be recognized as a cost of 
18 enterprise. Unless this is done an increasingly 
19 heavy burden is placed upon those enterprises and 
20 individuals which cannot avoid the tax, with dis- 
21 tortion of investment pattern and the dimunition of 
22 revenue for public purposes. As stated by John 
23 Stuart Millis: 
24 ‘For what reason ought equality to be the 
25 rule in matters of taxation? For the 
26 same reason that it ought to be so in all 
ea affairs of government. As the government 
28 ought to make no distinction of persons 
29 or classes in the strength of their claims 


3 on it, whatever sacrifice it requires of 
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1| 45, "them euae be made to be as nearly as 

2 possible with the same pressure upon all 

3 which is the manner by which least sacri- 

4 fice is occasioned on the whole. If any- 

5 one bears less than his fair share of the 

6 burden, some other person must suffer 

7 more than his share. Equality of taxa- 

3 tion therefore as a maxim of politics, 

9 means equality of sacrifice. It means 

10 apportioning the contribution of each per- 

11 son towards the expenses of government so 

12 that he shall feel neither more or less 

13 inconvenience from his share of the payment 

al than every other person experiences from 
his.< 

r (9) 

16 

17 46, In regard to point (d), the requirement 

18 that corporations declare and pay an annual divid- 

19 end of not less than 1/20 of the undistributed 

20 income of the company, such a provision would: 

1 1) guarantee to the government a fixed 

22 proportion of net income since the 

23 corporation would be required to de- 

4 duct a tax equal to 10% of the divid- 

25 ends so declared and vaid; 

6 2) assist in preventing the build-up of 

27 large surplus profit accounts which 

28 are of little use to the economy of 

29 the nation; 


3) act to reduce the substantial surplus 
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3) "profit accounts that are presently 
held by inactive corporations: 
4) give some degree of consideration to 
the rights of minority shareholders: 
5) make nossible a more accurate deter- 
mination of the value of the share of 
@ comoany that is being sold as a going 
concern, (since the cost of paying out 
the earned surplus would be known to 
be 10%); 
6) provide greater certainty in forward 
planning. 
47, Under this schemine tax paying Canadian 
corporations would not include such dividends re- 
ceived in calculating income for tax purposes and 
they would be permitted to deduct from taxes 


otherwise payable the amount of tax remitted by 


48, As to restrictions on the acquisition 

of corporations with losses so as to minimize taxa- 
tion for the purchasing corporation, we suggest 
that as a fexteer of principle a corporation with 

a loss on its books should not be saleable because 
of that loss. In addition, where one corporation 
would be taxable and is able to avoid this tax by 
purchasing another corporation with a loss, the 
burden of that taxation is placed on those remain- 
ing taxable corporations. It is imperative that 
equity of tax burden be applied in the corporate 


as well as the individual field. 


the paying corporation in respect to such dividejds. 
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1 49, In computing income, both personal and 

2 corporate, provision should be made for shrinkage 

3 or depreciation in value of business assets. De- 

4 preciation of assets should be continued at the 

5 present rates but applied on a straight line rather 
6 Chan on diminishing balance basis. Recastured 

7 depreciation terminal loss should be included as 

8 a part of income or expense in the year assets are 
9 realized. 

10 5O:; Deduction should be permitted of reason- 

il able provision by the taxpayer for uncollectable 

12 receivables or for inventory loss through deterior- 
13 ation, style change, shift in price levels, or 

14 other reasons. In this area taxing authorities 

15 have been too rigidly bound by mamthematical form- 
16 ula rather than sound business experience. The 

17 prudent businessman should be allowed to determine 
18 realistic values in both inventory and receivables. 
19 If the allowances are excessive, this amount will 
20 be brought into income in a subsequent year in 

4 much the same manner as the recapture of deprec- 

22 jiation. 

23 Taxation of Capital Gains 

24 BO In this area, the Canadian tax laws tend 

95 to follow in primciple the British, rather than 

26 the American rules; namely, that income tax is a 

27 tax on income and not on capital. While this prin- 
28 ciple is clear, its application has been so narrowed 
29 and so distinguished that today no one would sens- 


ibly guarantee that in a specific situation a 
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50). profit would be considered capital as 
opposed to income. It has reached the ludicrous 


situation where one tax expert advises that in 
order to avoid having a capital gain charged 
as income, one should: 

"Not make a capital gain on purpose; 

not do it often; do it alone; look like 

an investor and not a predator: don't 

make it quickly; do as little as possible 

yourself." 

(10) 

52: While the intricacies of these legal de- 
cisions may be amusing; their impact on the econ- 
omy is particularly harmful. It would be prefer- 
able that all capital gains be taxed a fixed rate 
so that the investor would know with certainty his 
burden and the return on investment rather than 
the present chaos where investments are made, 
capital gains result, and are subsequently taxed 
as income. It is essential that the new legisia- 
tion contain a clear definition of capital gain. 

"The tax which each individual is bound 

to pay ought to be certain and not 

arbitrary....where it is otherwise, 

every person subject to tax is more or 


less in the power of the tax collector 


eee certainty of what each individual 
ought to pay is in taxation a matter of 


so great importance that a very consid- 
erable decreeron inequality is not near 
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SO great a fault as a small degree 


ver & 


! 


of uncertainty.’ 


(11) 
5S. We recommend that a capital gain be taxed 
at a proportional rate of 25%. There should be 


no requirement that investments be held for a speci- 
fied period of time before being eligible for such 
a rate. In addition we recommend that capital 
losses be allowed as a deduction from gains in the 
capital account with a carry-back of two vears and a 
carry-forward of five years. 
54. It has been our purpose in this submission 
to make positive recommendations for tax provisions 
that are just, simple and economical. As one 
authority has stated it: 
"Economy from the point of view of the 
governing power will mean economy of 
administration, chiefly with reference 
VONcomeecwOn., | Le walecalleror a ewit c 
and simple means of obtaining such sums 
as may be needed by some system elastic 
enough to respond to possible increase 
of demand without any considerable in- 
crease in the difficulties of obtain- 
ing the monies required. Le will eat 
for a system that needs a minimum of 
machinery for collection which calls 
forth a minimum of resistance and 
evasion. Taxes would be economical 


from the standpoint of the individual 
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1 Su. "if they left untouched his working 

2 capital, his health and his efficiency, 

3 and if he might reckon with sufficient 

4 certainty the amounts that will be re- 

5 quired of him for sometime ahead.” 

(12) 

6 

7 Son This submission has been confined to the 

8 problems created by direct taxation on the income 
9 of the eens and the corporation and in this 
10 area we must also mention death duties and estate 
11 taxes. The problems created by such levies are 
1253" well known to the Commission, suffice to say that 
13 they can create grave problems for survivors, 

14 particularly in family owned corporations. 

15 56. These problems were noted during dis- 

16 cussion which preceded enactment of the present 
17 sections of the Income Tax Act dealing with dis- 
18 tribution of undistributed income and the amend- 
19 ments affecting "quick succession" in the Estate 
20 Tax Act. While these revisions have, to a degree, 
2A eased the ee eee by death, what is 

22 ultimately required is a procedure which would 

23 permit the payment of estate taxes during the 

24 lifetime of the donor. 

25 Difte We suggest that once a person has accumu- 
26 lated a net worth of $190,000 he be permitted to 
27 file a statement of personal assets and pay tax 
28 on the amount in excess of $100,000. This tax 
29 would be at a fixed rate, (i.e. 10%), and once 


3 paid would relieve his estate from further 
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See estate duties. Annually thereafter he 
would file a statement of net worth and pay tax 
on the growth in value. 

58. A married couple should be regarded as 
one taxpaper and would file a joint return when 
their combined net worth exceeded $100,000. Losses 
in estate value in any year would be deductible 
from the growth of other years by making provision 
for a two year carry-back and a five year carry- 
forward. 

59. In the rare situation that the tax paid 
estate value diminished sharply just prior to 
death, there would be a refund of tax based on 
value at the date of death, just as we now refund 
orepaid income tax where death occurs during the 
year. 

60. In short, we are proposing a procedure 
whereby the taxpayer may voluntarily prepay death 
duties and estate taxes with the result that 
estate planning would become more meaningful than 
the present situation permits. Such a scheme 
would improve current revenues of the state and 
reduce required borrowings and debt charges. In 
addition, the state where the wealth was accumulated 
would benefit, instead of the state where death 
occurs, 

6}. The constitutional authority of both 
provincial and federal governments to tax on 
succession present obvious problems. Nevertheless, 


the federal authorities should investigate the 
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i 61. feasibility of a federal-provincial arrangement 
2 which could, to a large extent, eliminate the 

3 present problems of estate planning and income 

4 taxation. 

5 62. We have attempted in this submission 

6 to point out basic principles that should govern 

7 any taxing situation. The detailed provisions 

8 must rest with the experts, bat one factor should 

9 be predominant and that is that the spirit, as 

10 well as the letter of the law should govern. Our 
11 present law, unfortunately, concerns itself more 

12 with form than substance. If the taxpayer achieves 
13 a result in one way, he avoids the tax; if the same 


results are achieved by an alternative procedure, 
he is penalized. A taxing statute should face up 
to the revenue requirements of the state and the 
need for equitable treatment of taxpayers. 

63. We are building around the human race, 
century after century, a vast artificial environ- 
ment and taxation is one of the incidentals of 
that environment. Our task is to find its nature, 
its, function, es effects, its best use. To grow 
angry with our discoveries is childish; to be 
dissatisfied with them is human and hopeful; to 
be over-eager to reject or accept them is to be 
prejudiced. We are builders of a social fabric 
and some of us, in a sense, are architects. 
Builders or architects, we need most of all -- 


and constantly -- a sense of proportian. 


All of which is respectfully submitted, 
MORRIS NEAMAN 
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1 BRIEF TO ROYAL COMMISSION ON TAXATION 
2 Fairness should be one of the chief objects of 
3 taxation. Everyone should pay his or her fair 
4 share of taxes. The person whose only income is 
5 wases or a salary, generally speaking, pays his 
6 prover share, and so should everyone else regardless 
ii of the source of income. People should not, because 
8 of their wealth or because of the sources of their 
9 income, be able to pay less than their share, while 
10 at the same time, employees pay an income tax on 
11 every dollar they earn. if there are reductions 
2 in income tax tc be made, these reductions should be 
13 for the benefit of all taxpayers and not just a 
14 comparatively few. If changes are made as suggested 
15 below. present revenves could be maintained, and 
16 snere covld be an incre 3e in exemptigns or a 
17 reéuction in rates for all taxpayers, and that is 
18 what ~L advocate. The present government is to be 
19 commended for pluszinz some of the loop holes at ee 
| 
20 Lvs Present Sess2on. 
a1 | 205 DIVIDEND DEDUCTION: i 
i 
22! Sinee 1953 one has been able to deduct from 
| income tax 20% of the stock dividends, common or 


24 preferred, received from taxable Canadian corporations. 
25 This is a very larse deduction. It means that a 

26) married man havin= exemptions of $2100.09, and with 

27 no dependents other than a wife with an income of 

28 3259.99 or less, may have an annual income of 


29 $11,539.99 from such dividends and pay absolutely 


30) no income tax, other than $99.90 Old Ame Security Tax. 
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To obtain such an income from dividends, one must 
be a wealthy man. The Financial Post lists the 
averase yield of 114 common stocks on July 22, 1963, 
as being 4.40%, so that if stocks yielded that 
averasze to obtain an income of $11,530,00, then the 
Stocks would have a value of $262,945.00 or over 

a Seaetes of a million. That is a lot of money, 
and such a person pays absolutely no income tax 
other than $90.00 Old Age Security Tax. A person 
with similar exemptions who received the same 
income from his wazes only would pay $199.00 income 
tax plus Manitoba Hospital Service Tax of $119.04 >: 
Old Age Security Tax of $90.00 - or a total of 


$2208.94, 


Either of such persons covld of course have 


considerably more in assets and still pay no more 


income tax if these assets were non-revenue-bearins 
such as a shooting lodge, a summer home, expensive 
paintings, diamonds, a yacht, automobiles, a home 
with expensive furnishings, and l1ife-insurance 
pelwetecs Furthermore, they could own non-revenue 
bearing oil or other stocks which might result in 
substantial tax-free capital sains. Accordingly, 
a person can be very wealthy and pay no income tax, 
Some may say that the corporations which pay 
dividends have already paid a corporation tax and 
that this 20% dividend credi: 1elps to prevent double 
taxation. But I submit that the corporation tax 
is in reality an operating cost, and is paid by the 


consumers of the products produced by the corporations 
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This is born out by the fact that since 1945, the 
sSeneral rate of cornoration tax in Manitoba has 
‘neraased from 18% to 51%, and during that-period. 
dividends have nat been cut. out have gone wp 
inereased corporation taxes have been passed on to 
the consumers. This would seem to be confirmed 
by the following quotations from the Toronto Globe 
and Mail: 

On April 19th, 1961 - "Une of Canada's leading tax 
autnorities, Dr. A. Kenneth Eaton, Ottawa fiscal 
consultant, told the lesislation conference of the 
Canadian Manufacturers! Assoc. that the corporation 
vax seems to be treated almost universally by 
businessmen in the manner of the 11 per cent sales 
tax which, as a matter of course, must be added in 
for purposes of costin» and pricing, "I cannot 
prove it”, he said, “but I believe that the burden 
of the corporate tax over the past decade and a half 
nas been mainly passed on to consumers in the form 
of slishtly hisher prices” 

On June 7th, 1960_- Mr. W. H. Evans, a past 
president of the Canadian Manufacturers Association, 
was quoted as sayinz - "Not one person in a thousand 
realizes that a corporation, being impersonal, cannot 
bear taxes. We should spare no effort to get it 
across to the general public that these taxes --- 
all of them --- merely become a part of the company's 
operating expenses and,as such, are inevitably 


reflected in the price paid by consumers." 


On November 27th, 1962.- Mr. Frank S. Capon, Vice 
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ANGUS. ighsserre on Sor! LTD. a rake | 
1 President of Du Pont of Canada Ltd., was quoted | 
2 as follows - 
3 "Mr, Capon said that, among its other defects, the 
4 corporate income tax lowered wages, raised prices and 
5 made industry less competitive, encouraged business | 
( 
6 to arrange its affairs to take advantage of tax | 
7 considerations rather than to operate in the most 
8 efficient manner.” | 
9 In the United States, some have advocated a 
10 similiar stock dividend deduction from income taxes, 
11 but such a deduction has only been granted to the 
ol extent of $50.00 and 4% of dividends received above 
13 that amount. 
14 In the United Kingdom, it is a principle that 
15 one pays a much higher tax on unearned income. The 
16 following table as, in U.K. bem and sets out income 
£7; tax payable in the U.K. in respect of a person under 
18 65 years with allowances all can claim: 
19 Income SINGLE PERSONS MARRIED COUPLES WITHOUT 
before tax Income Income CHILDREN 
20 all all in- Income Income all | 
earned vestment all investment 
91 income income earned income 
income 
22 
23 1,000 179 264 Ss ae 
24 5,000 1428 2321 1381 eens 
25 10,000 4080 5930 4oo1 5846 
26 From the above, it is seen that senerally speakinx, 
27 income tax rates in the U.K. are about 50% isher on 
28 Investment income as compared with earned income. It 
29 is to be noted that if one's total income is all 
30 investment income and- it is below 450 pounds a year, 
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it is regarded as being earned income. 
Taxing stock dividends in the same way as other 
income would benefit taxpayers as a whole, because 
we would have an increased demand for bonds and 
mortxaszes and thus lower interest rates on government 
bonds, and so - lower taxes. At present, because 


of the stock dividend tax credit and the opportunity 


for non-taxable capital gains, many individuals and 
the manasements of large veto funds, buy stocxs 
instead of bonds, so that Canadian Government bonds 
yield a hisher rate than would otherwise be the case. 
Before this tax dividend credit was allowed, U.S. 
Gove rnment bonds yielded about 4 of 1% less than 
Canadian Government bonds, but now the difference 
has grown to about 1%. 

If this 20% tax dividend credit was cancelled, 
more people would invest in Government and other 
bonds and mortsases which would have many beneficial 
results in Canada; 

(1) Lower tax rates or hizher exemptions could be 

allowed to all taxpayers to raise the same 
money, because of larser tax revenues dve 
to the, cancellation of this credit. 

(2) Lower taxes, becavse of lower interest rates 

on Government bonds. Interest costs take 
a zreat deal of the cost of sovernmént at 
all levels. 

(3) Lower.costs of production because of lower 


interest rates on money borrowed to finance 


production of all kinds. 
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(4) Lower costs for home owners. Lower interest 
rates would enable more people to buy or build 
decent homes and to improve their housing 
conditions. 
(5) All sovernments would be better able to 
finance the construction of public works, 
to increase employment during a recession. 
The advantages to some taxpayers from the 20% 
tax dividend credit have recently been increased because 
the recent Provincial Income Tax, including the 6% 
Hospital Income Tax in Manitoba, is required to be 
based on Federal Government Income tax figures. This 
means that the wealthy married man mentioned above, 
with $11,530.00 from dividends would pay no Provincial 
Hospital Income Tax, but only the annual premium 
of $48.00 which all married persons must pay resard- 
less of their income. 
Issue of Stock Rights 

When a shareholder receives rights tS buy stocks 
at below the market price, such recipient should be 
required to declare the gain as income, for it. 1s. just 
that. It is as much income to <re recipient as is 
a stock dividend, and shovld not be tax free as at 
present. Some companies issue many such rights. 
Bell Telephone Company has issued rights in ten of 
the last fifteen years. In 1962, shareholders were 
given the right to purchase one share at $39.00 for 
each twelve shares held. The market price of the 
stock on the day the rights expired were $48.00 - a 


difference of $9.00. About 2,000,000 shares were 
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purchased so that shareholders in effect received a tax 
free dividend of $18,000,000.00, 
issue of Stock or Stock Options to Employees 

The issue of rights or options to employees or 
others to buy stocks at below the market value, are 
earninss for such persons, just as much as any other 
earn’nss, and should be taxed accordingly, instead 
of the employee being allowed to pay a tax at the 


averaze rate paid by the employee during the previous 


three years, less 29% of the value of the benefit 
received. .This may result in-no tax being paid on 

such income. If the person's average rate of tax in th 
three years was 25%, then the tax on the gain from 


the exercise of rights to buy stock at less than the 


market value, would be a+ a rate of only 5%. 


All Benefits to Employess Should be Taxable 


= 


if employees or pre, rietors receive benefits which 
most people pay for out of their income, such benefits 
snould be valved and income tax paid thereon by the 


employees. Except when an employee is away from 


a 


nome, if an employer provides meals, drink, and club 
memberships for employees, whether or not they are 
entertaining business prospects, the cost should be 
added to the employee's income. Most of us pay for 
our drinks, meals and memberships out of our income 
and «9 shovld others. The same applies to cars which 
are owned by an employer and transport employees to 
and from thelr work, or cars which may be used by 
employees for their own pleasure driving, whether 


it be on short trips or long trips. Most people have 
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to pay every cent of the cost of owning a car out 
of their own income, and if others receive such 

benefits free, it should be resarded as being part 
of their income for income tax purposes. It would 


seem that benefits mentioned above are taxable today, 


“but because many such benefits are not reported, no 


tax is levied in respect of same. 
Tax-Free Allowance for Married Women. 

In order to encouraze more married women to work 
during World War II, a $250.00 tax-free income 


allowance was instituted for married women who earn 


less than $1100.00 a year. Today, with so much 


unemployment, we should not be giving such an incent- 


ive for married women to work. ‘If it was abolished, som 
married women who don't need a job, and who now work 
to some extent, would stop working, and employment 
opportunities would increase for those men and women 
who need work. This tax-free income should be 
eliminated. It applies both to earned and invest- 
ment income for tax purposes and doesn't apply to 
married women who earn more than $1100.00 a year and 
must file a single person's tax return. 
Exemption of Unemployment Insurance Payments 

This exemption should be eliminated as money 
received from Unemployment Insurance is just as much 
income as is money received from an employer. If 
persons who receive unemployment insurance, and their 
Spouse, if any, have a low income, they won't pay a tax 
in any event, or will pay at a low rate. The person 


who receives income for working is liable to resular 
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taxes, and a person who receives income for not 
workins, should surely be subject to regular taxation 
also. Many who collect unemployment insurance are 
not in the lowest income sroup but are unemployed 
for only a short time, or receive a pension, or 
investment income, or have a husband who receives a 
s00d income from a steady job. 
Rates of Capital Cost Allowance 

These rates are excessive in some instances, 
especially for buildings. If you buy a house, office 
or apartment building for investment purposes, very 
often there is no income tax payable for a few 
vears because of the excessive capital cost allowance 
deduction which has been permitted since 1949, Further- 
more, if the net result from rented buildings, after 
showing capital cost @, owance as a cost, results in 
a loss, this loss can be offset against other income 
for tax purposes. Surely one shouldn't be able *o 
use capital costs allowance in respect of a building 
which verhaps went up in value, as a way of reducing 
taxes on other income. 

The allowance for frame buildings is 10% a year 
on the reducing balance. No frame building depreciates 
that fast. On this basis, a $10,000.00 frame build- 
inz has a value for income tax purposes after ten 
years, of $3,486.80. This is ridiculous. As a 
matter of fact, since World War II, excepting for about 
the last three years, there has been an almost con- 
tinuous increase in the value of buildings, and not a 


decrease in value. Furthermore, frame buildings will 
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last two-hundred years or longer if kept dry and in 


repair. This capital cost allowance will be 


recovered back when the building is sold. But this 


doesn't happen in some cases, for the owner holds the 
building until he or she dies. The capital cost 
allowance is not recovered, and the beneficiary starts 
charging off a capital cost allowance each year all 
over again, based on the value at date of death. In 
the case of the example mentioned, the value might 
be $15,000.00 so that higher capital cost allowances 
than ever, which perhaps bear no relationship to the 
cost, could be deducted by the beneficiary in computing 
the income of the property. 

This large capital cost allowance helps people 
to build up large estates. Because of the large 
deduction they can take off rents for income tax 
purposes, they can accumulate money that much faster, 
and buy additional Bult aines which in turn permit 
additional large amounts to be deducted as capital 
cost allowances, and so on. We should not be 
encouraging large accumulations of capital. Further- 
more, these owners should be paying income tax on 
their actual earnings. Subject to a maximum rate, 
cost allowance allowed, should be perhaps the capital 
cost allowance determined for each year by the income 
tax office, and in thoseyears when buildings on the 
average don't go down in value, or so up in value 
because of inflation or other reasons, no capital cost 
allowance should be permitted. 


In any event, the allowance of 10% on frame 
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buildinss and 5% on brick and masonry buildings should 
be drastically reduced. 

if a sovernment wishes to encourage employment 
by the construction of new buildings, it might -be 
advisable to sive a hish rate of capital cost allow- 
ance on such buildinss, but there is no valid reason 
for allowing high rates on buildings already constructed 
Non-Taxable Distributions of Corporate Earnings 

Personal income tax revenues are lost to our 
country each year through the distribution to tax-_ 
payers of corporate earnings which are not subject 
to ordinary personal income taxes. it is true that 
this loss is not as epee as it would usually be, 
because of the 20% tax credit allowed on resular 
dividends. The recipients of such statribe ions should 
pay income tax on same, at the resuler rates applicable 
to earned incomes. 

The income tax act encourases a corporation to 
accumulate its earninzs, or a portion of them, and to 
distribute them by the issue of non-taxable, receivable 
preferred shares, It is true that the conporation 


pays a 15% tax on such distributions, but this rate 


ro) 


is usually considerably lower than the rate that would 
have been charged if the money had been taxed as earned 
income in the hands of those who received the income. 

A news item in the Winnipeg Tribune of June 7th, 
1963, contains an example of such a distribution. 
The item refers to a distribution by B. C, Sugar 


Refinery Limited of 800,000 redeemable preferred shares 


of a value of $16,9000,000.90 which were issued to 
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1 shareholders as a tax-free dividend. Two-hundred- 
2 thousand of these $20.00 preferred shares were 


3 redeemed in 1962, and a further 200,000 are being 


| 
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4 redeemed this year. The only portion of this year's 
5 distribution subject to tax will be 10¢ 2 share ~ 
6 accrued interest. 
7 This distribution by one company alone represents ‘ 
8 a large loss in taxation revenue and means that the | 
9 recipients do not pay taxation on same at vegnles 
10 rates, applicable to those who receive their income 

il from salaries, Furthermore, this type of tax-free 

12 distribution is of much more value to a wealthy share- 

13 holder who perhaps would ordinarily pay taxes at a 

14 50% rate, than to a poor shareholder who mizht have 

15 such a low income that he pays no income tax, or pays 

16 | at a Federal rate which might be as low as 115. In 

17 other words, the shareholders who are best eble to pay 

18 taxes at regular rates, receive the sreatest benefits, 

19 and the poor shareholder who has such a low income 

20 that it is not subject to tax, has 15% taken off the 

21 income which he would have received, and which would 
22| not have been taxable in his hands, had the income 

23} been distributed as an ordinary dividend. - This 

24 system of dividend distribution is a complete nezation 

25 of the idea that those with the larsest incomes 

26 should pay taxes at the hizhest rates. 

oe However, other devices have been fovnd which 

28 enable undistribvted corporate earnings of companies 

29 controlled by ore or a few persons to be distributed almdst 


30 free of taxation, by incorporating holding companies 
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Wniich hold some of the stock of the company which 

has undistr*buted earnings. This can be done because 
generally speaking, corporate dividends paid to 
another corporation are not taxable. 

Also, ordinary income taxes are not paid on 
unearned income distributed on the windings up of 
corporations. 

The Income Tax Act should be amended to insure 
that undistributed earnings are taxed as nearly as 
possible in the same way as distributed earnings. 
Perhaps if there was a tax of 35% on all undistributed 
earnings in excess of say - 20% of dividends paid, 
vnen companies would soon distribute money earned. 
However, if such a chanze took place, vrovision would 


have to be made for off-setting losses in one year 


acing e pretits in other years. 


> opesent, companies are only required to make 
returns in respect of annual interest and dividend 
payments of $109.00 a'year of more. I Sugsest that 
this should be changed to $10.00, to help insure that 
people declare all this income. Declarations are 
required in respect of bond interest coupons of 
$3.99 or more, so surely statements should be required 


i 


of larser payments. Some people have hundreds of 
dollars of $59.90 bonds, so that they won't have to 
Geclare their bond interest. If people buy $50.00 


bonds for this reason, then there must be many others 


who don't declare income because no report is made 
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in respect of same. Others have more than one 
bank account so that their bank interest is not 
reported. In the United States, revorts are 
required on annual investment income of $10.00 or 
ore ie Perhaps the system in the U.K. is better 
where a tax at a fairly hish rate is deducted at 
source. . People would likely declare all their 
dividends then. especially if they were entitled 
to a refund. 

Today, no return is required of an employer in 
respect of wage payments of less than $250.00 a year. 
In total unreported wases, this could result in a 
large sum. All waze payments should be reported by 
those payins same. 

Earninzs of Dependents. 

There is a lot of difference in the income coming 
into a household, if a dependent son or daughter has 
an earned or unearned income of $950.00 a year as 
compared to one who has no income. Yet in each case 
the parent is entitled to an income tax deduction of 
$300.00 or $550.00, depending on ase of each dependent. 
If a dependent earns over $950.00 and doesn't Sive 
the excess to the government, no exemption is a@iliowed. 
The exemptions should be sradvated - the higher the 
income, the lower the exemption. Perhaps the 
exemption might be lowered by $300.00 if dependents 
income was between $750.00 and $950.00, and lowered 
by $200.00 if dependents income was between $550.00 
and $750.00, and lowered by $100.00 if income was 


between $350.00 and $550.00. 
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1 Averazins Farmers' Incomes 

2 The purpose of averaszins incomes is to allow 

3 a farmer to offset high incomes in some years with 
4 low incomes in others. This objective is thwarted 
5 if a farmer has such a low income from his farming 
6 overations in one year, that he works elsewhere 

7 and obtains a hisher income from his other earnings. 
8 Because his principal source of income in this one 
9 year is not from farming, he cannot average his 

10 income. This should be corrected. 

11 Pendleies for Failure to Declare Income 

12 in most cases there is no penalty, other than 

13 5 interest, for failure to declare some income. 

14 This is not a sufficient penalty havins resard to 
15| the time taken by the Tax Office checking on accounts. 
16 Generally, a person loses a little and might zain 

17 considerably by not declarins income. If the penaity 
18 was the omitted tax and 50% of same and interest, 

19 cnen all taxpayers would be more careful to be sure 
20 that all income is declared. The person who has not 
21 Geclared part of his income, should certainly be 

221I penalized. therwise there is no incentive for him 
23 vo insure that the income declared is correct. 

24 Furthermore, if the department finds undeclared 
25 income, it can collect taxes on such income for only 
26 four years, except in cases of fraud. Surely there 
It shovld not be a sain from breaking the law, and the 
28 very least that should be collected is the tax and 
29]; interest on all wndeclared income, no matter the 


3 number of years that are involved. The law-abiding 
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citizen pays his share and at least the regular 
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tax and interest should be paid on undeclared income. 


At present, some Nanitoba «states have to 


contribsute to estate tax revenues in Ontario, Quebec, 


and British Columbia, becavse the estates have stocks 


or bonds that can only be transferred at offices in 


those provinces. These extra costs and taxes are 
an unfair burden cn Manitoba taxpayers. in equity 
the Federal government should be the sole collector 
of estate taxes as recommended by the Rowell ileus 
Commission, =n any event, Manitoba estates shovld 
not ve required to contribute to the revenues of 
other provinces. It is to be noted that these 
provincial estate taxes do not apply to the estates 
of some of our wealthy people. Their securities 


are held in the name of a personal holdins company 


of which all the shares but two are in the name of th 


a 


person concerned, so that when he passe away, the 


ownership of the shares in the various investments 


Qa 
1?) 
ig) 
ta 
=| 


The recommendaticns are made tc you in the hope 
that they will result in a more equitable system of 
taxation in this country. Many will disarree with 


ot change, dut only the ownership of the shares 


some of the recommendations, but the chanses suzzested 


re made with the idea that taxes will be levied 


against all Canadians on a fair basis’ -Ff the 


Suggested chanres are made, 


income tax revenues could 
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be maintained at their present levels, and allow 
increased exemptions or lower rates for all income 
tax payers. 

if some of the chanzes are made, increased 
clerical work will be required in the Income ‘Tax 
offices, but the increased revenues will more than 
offset this extra cost. However, even if costs are 
increased to some extent, it is important and just 
chat taxes be paid on an equitable basis, and the 
implementation of these recommendations would help 


to bring about this result. 


James Cowan 


512 Avenue Bldz., 
Winnipes' 2, Manitoba. 


July 26, 1963. 


Memorandum to the Royal Commission on Taxation 
submitted by Mr. A. T. Burstow, 353 Lindsay Street, 
Winnipeg 9, Manitoba. August 1963. 

First, I would like to express my appreciation 
of being permitted to srebent the following brief to the 
Commission. I trust this brief reflects an objective 
view of taxation from the angle of the individual. 

Should it contain anything of a subjective nature, this 
Was unintended. 

First, I must acknowledge the necessity for 
government to resort to taxation as a means of providing 
citizens with the many services that our government must 
supply. There is no question that the present tax 
structure with modification could take care of future 
requirements, however, there are a few self-evident 
features of the present yan which wont seem to point 
towards need for simplification. 

PERSONAL INCOME TAX: CG 

The present system provides for a tax on the 
_personal income of individuals. In the case of those 
employed by other, this tax or at least the greater 
portion of this tax, is obtained by a method of deductions 
at source. Insofar as these deductions are made by law 
and not by voluntary action. it would be fair to say that 
from the employed person's view this is really a reduction 
in salary rather than a tax. While it is true that the 
amount deducted can be varied by law, it is difficult 
to visualize that at any point will the deductions become 


unnecessary. 
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The application of this requirement of deduction 
at source results in each employer with-holding a portion 
of what might otherwise have been employees’ income and 
remitting it to the tax collector. The employer must 
account to the employee for the amount deducted and must ~ 
also eventually give details of ent deductions to the 
Tax Collector, and then annually, the employee must. submi 
a return to the Tax Collector which must be reconciled 
in the Collectors hands. 

The application of the deductions at source 
system results in an employer paying a lump sum each 
month to the Tax Collector. The amount the employer 
pays would vary each month depending on the pattern of 
employment and salaries and wages paid. Insofar as there 
is a derinsie relationship between panies and the 
amount paid, it could be said that this is, in fact, a 
pay roll tax rather than an income tax. If it were de- 
cided to accept this ak and abolish income tax for wage 
and salary earners and in its place levy a tax based on 
the total pay roll of the emplcyer, simplification would 
result. 

Under the ieeeste eeiesiebies an employee is engezed 
at a salary at say $500.00 per month, but in fact after 
his employer has deducted the income tax relative to 
this salary, he receives somewnat less, for sake of 


? 5 


discussion, let's say $450.00. It is hardly true to say 
that he is being paid a salary of $500.00 when in fact, 
he could never hope to receive this amount. From his 


standpoint, it would seem to be fair and wiser for him 
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to understand that he was receiving $450.00 a month.. He 
is now exposed to the indignity of having a portion of 
his earnings taken from him without his direct consent. 
He has the responsibility of accounting to the Tax 
Collector annually and should he fail to do so he is sub- 
ject to a penalty. 

If a pay roll tax were instituted, it could be 
levied in respect to the number of employees as opposed 
to the total pay roll. No doubt a study of past patterns 
would produce a table that would produce sufficient 
income to equal that which was received under the persona 
income tax system. The employer would be inclined to 
look upon the pay roll tax as a cost of doing business. 
Variations in the rate of taxation would result in an 
increasing or decreasing of the sale price of the goods 
or services in which the employer dealt» 

I believe that the productivity of the individua 
would increase if his reward was directly proportionate 
to the work which he might do. There would be no = 
psychological deterents as there are when he receives 
less and less of his increased income under“the present 
tax systen. 

“As an alternative to the above, I believe the 
next best plan would be to tax the gross income of the 
individual at a level rate. This would create a direct 
ratio of tax to earnings which would be nb emi tai: Ma 
and simple to calculate. While it is true this would 
ignore the principle of ability to pay, perhaps the time 


has come when we should revise our thoughts in this 
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1] respect. If the gross income of all persons were taxed, 
2] the rate would no doubt be a reasonable one and each 

3] individual would be making a contribution to the 

4) treasury, At the moment we have a system of family 

5} allowances which assists those with young children, 

6 : In summation of this section of my brief, I 

7| would re-emphasize the idea that deductions at source 


8) be eliminated if at all possible. 


9 CORPORATION INCOME TAX: 
10 The present system of taxation recognizes the 


lij principle of ability to pay insofar as it taxes the 

12] profits of a corporation. This makes it necessary for 

13) the Tax Collector to have an interest in how a corporation 
14} spends its gross income. As you know, some forms of 

15) expenditure are deductible for tax purposes and others 

16] are considered not. Two similar corporations one of 

17|| which is well managed and produces a profit and the other 


18} which is poorly managed and breaks even or shows a losa 


| 
| 
| 
| 
19] are treated differently insofar as the first one eontri- | 
20} butes something to the Tax Collector and the second does 
21} not. 

22| The desire tc avoid paying corporation tax can 
23) result in mergers and othez manipulations that. off set | 
241 profits with losses. The writer contends that if the | 
26] Collector could disregard the disposition of the balance 
27] of the corporations! income. I believe that this princi 
28} should at least be explored by those more familiar than 


25} gross income was used as a basis for taxation, the Tax 
pe 
29] myself with this subject and I would hope that putting 
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forth the idea will result in this being done. 

Actually the present Dominion sales tax could 
be amalgamated into such a plan and economies of 
collection, etc. could be effected. Taxation based on 
gross income would leave less room for dissension between 
the Collector and the tax payer and would eliminate many 
decisions that must be made by the tax board and the 


courts under our present system. 


Respectfully submitted, 


(Signed) A. T. Burstow 
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a The Officers of the Canadian Federation of 
Government Employee Organizations, a Federation 
of Provincial Civil Service Associations, have 
directed that there be submitted to the Commission 
a Brief concerning: 

A, INCOME TAX 


B. ESTATES TAX 


*£eenunenenrnt & # 


ae The presumption in a democratic society is 
that everyone should know the law. This, of 
course, is absurd. It is factual that in the 
areas of both Income Tax and Estates Tax, the 
only part of the law known to the vast majority 
of people is that they must file an Income Tax 
form no later than April 30, or be penalized, and 
pay the tax or be penalized. They know less 
concerning Estates Tax, believing in most cases 
that it is a tax to soak the rich. 
Bie In actuality the laws concerning Income Tax 
and Estates Tax are known to a very limited number 
of specialists in the fields of taxation law and 
accountancy. Particularly is this true of the 
Estates Tax. 
4, The Federation believes it is imperative 
that Laws which affect the earnings and savings of 
family units should make move adequate provision 
for protecting the interests of the family unit 
more realistically than presently exists in both 


these taxation fields. 
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A A. 

“ INCOME TAX 

3 5. It is a well-known fact that the wage and 

4 salary rates of public employees always lag behind 
5 rates existing in the private sector. The main 

6 reason for this condition is that public employees 
7 generally do not have collective bargaining rights 
8 which are granted and protected by law in the 

9 private sector. They are reduced to collective 

10 "begging" in an attempt to have their wage and 

11 salary rates determined on the basis of "fair 

12 comparison." 

13 6. It is the belief of the Federation that the 
14 rapid increase in living costs without correspond- 
15 ing increases, in too many instances, of pay levels 
16 is reducing far too many family units to the bare 
17 subsistence level. The “little man," (and in 

18 the public services of Canada there are a hundred 
19 thousand or more "little men,") needs relief from 
20 a heavy burden. One method of providing this 

21 relief is to cease confiscating his bread and 

22 butter money, and increase his Income Tax basic 

23 exemption from $1,000 to $1,500 single and from 

24 $2,000 to $3,000 married. 

25 B. 

26 ESTATES TAX 

27 ‘Moe In the opinion of the Federation the 

28 confiscatory aspects of Estates Tax Law are 

29 shocking. It is realized that the principles 


penramnewasrec a A underlying death duties are, firstly to prevent 
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1 7, Contd.) - Estates Tax. 

2 the accumulation of excessive wealth in the hands 
3 of a few, and, secondly to provide revenue. 

4 8. It would appear that the concept in Estates! 
5 Tax Law that family units of moderate means are 

6 ne tumil atin excessive wealth, whereas in most 

7 instances this wealth consists of a home, probably 
8 mortgaged, life insurance and a pension equity. 

9 9. The struggle of the average family unit to 

10 provide protection and security is being frustrated 
11 by confiscatory taxes. 

12 LG . In its struggle to gain reasonable and earned 
13 security, the family unit can purchase in many 

14 instances, group (term) insurance in fairly 

15 substantial amounts, quite often in the amount of 
16 double the father's annual pay if he has dependent 
17 children. Such policies are owned by the father, 
18 and in case of his death the value of the policy 
19 is included in the estate. If perchance the wife 


9) | could purchase this policy the value of the policy 
is not included in the estate even if the husband 
during his lifetime paid the premium. The thinking 


behind such a regulation is difficult to understand. 


ll. The family unit through the father, and 
generally by payroll deduction and often as a 
condition of employment, contributes to a pension 
fund. Upon the husband's decease if the widow 
receives a pension, the capitalized value of the 
pensionis calculated and this value is included 


in the value of the estate. As an example: 
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ll. (Contd.) - Estates Tax. 

a deceased's widow who is age 65 will receive a 
pension of $250 per month for life eomanetee 

one month after the death of the deceased. Value 
is $250 x 12 x (9.72295 + .45833) = $30,543.84. 
This when added to life insurance, property 

and this includes home furnishings can often 

throw the estate of people of moderate means into 
the taxable bracket. 

12. Surely cases like this cannot be considered 

to be in the accumulation of excessive wealth 
category. 

13. The Federation submits that the reasonable and 
earned security in far too many Canadian family 
units is being unduly frustrated and recommends 
that the basic tax exemption be raised to $75,000. 
This would appear to be quite realistic in our 
inflationary economy. Further it is submitted 

that the principle of equality in the marriage 
partnership is being violated and the widow is 
suffering discrimination. For tax purposes, one- 
half of the estate of the deceased marriage partner 
shou be considered as being owned by the surviving 
partner. There, of course, should be statutory 
limits in this regard in the matter of very large 


estates. 


H. B. Hunter 


May, 1963 National Secretary 
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Summary of Submission 


by the 
HOTEL ASSOCIATION OF CANADA 
to the 
ROYAL COMMISSION ON TAXATION 
* £ & * HF HE KH *¥ 
Membership and Constitution - 
Hotel Association of Canada 
Unfair Competition to Hotels. 
(a) Tax exempt clubs and their 
“business ventures " 
(b) Steady growth in post-war years - 
elubs of ail kinds. 
Municipal Taxation 
(a) Recommendations of the Municipal 
Enguiry Commissi.a of Manitoba 
United States Internal Revenue Service, and 
their treatment of tax exempt organizations. ( 
New construction in private clubs 
(a) Indirect benefits to members 
(>) Freedom from tax on recaptured 
depreciation 
Recommendations and conclusions 
(a) Detailed annual reports from all clubs 
(>) Limitation on advertising and solicitation 


(c) Amendments to the Income Tax Act 
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HOTEL ASSOCIATION OF CANADA 
SUBMISSION TO 
THE ROYAL COMMISSION ON TAXATION 
August, 1963 
1. The Hotel Association of Canada's membership encom- 
"passes all Provincial Hotel Associations. Each 
member of a Provincial Hotel Association in turn 
becomes a member of the Hotel Association of Canada. 
[as consequency, well over three thousand hotels 
across Canada constitute the true membership of the 
Hotel Association of Canada. 

2. in its Constitution, the Hotel Association of Canada 
clearly sets out as two of its objects, the follow- 
ing: 

"Do deal particularly with matters which come within 
the jurisdiction of the Federal Authorities,” 

"To take whatever action may be deemed desirable or 

necessary to protect the rights and interests of the 
hotel industry." 

3. It is our firm belief that our submission today to 
the Royal Commission on Taxation is justified if we 
are to meet the terms of reference of our Consti- 
tution. 

4, It is the consensus of every Provincial Hotel 
Association in all provinces of Canada that in certain 
fields the practice of infringement on hotel opera- 
tions by tax exempt clubs ani organizations is quite 
common, 


5. An organization is granted certain tax privileges or 


Wye 
HL ele ae y 
E if a fags 


cs Saeenipes shane fe i at 


ae 


' PANY 


i) mig a at jet siete edt Ter rockae ue! haaaed x 
1) ya plates \iek (ean apy oss ie eee as 


& 
a Bee Prova a » IL ei. rhe ee 
Pte Resi aqhsl ae saat. wth e: €. 


PRE Cf ERP TORS. De Bene erat 224i nec 


: Mh QUIT. sete he arsine drat veutee gins 


e ’ 


joni apa POPOSL IIS Pek Soe eae ey grid 
a aie sont GW8 Werte atiare iwesenta “ans nary 


* PARGRERTS Eels ace ye BR! 


+ 


es SeCUOn Gls! tochld fo. cost axel ee BS eS Hee 


‘i egetods MP IOds Waks .os To etechh: shen ars 


)) @ae Henegqe sOs48s: Yas oh ta Pets lic et | lcs 


Sette SEER ORS Gio Ue sae sc? wl feos Seveene os 


ee ; aneds "et hfs eaits - nase i Se 


eee wMpathiew be strueges erie twenties 
{ 


rik aedte at epesse: ¢ sees Al dist Lime 


Tle i wien agcten tekiued Tele tpe lees yee 
iene et : { He 
ie iv ni 


eo a 


‘ 
4 Seeit epesbns wii ge oma tet hee: SeMis HSK 2, 
te kawwy gs ‘ite verheer gists ioe ee ee we “) . ume, 
VE 


anne baa bi de 1 pilet Ren) Sarteeer aoe (Flt8. 4 


yp eOVet BCR9S Qnaticer ita Adwie Tacvag ght wide 
pee obdarievs wis Tebt Tayedad det -< wae efits 


<4 wert 
zh er Coes 


:\ See 


es rr 


- i? 7 a ant 
ata w@ Sie t a 
3 | 3 
4 ie: 
2% \ (ee 
; . 
et i: 
i 
| 
Saag ay w! 
tae oS 7 r 
An ‘ rf 
f ae 
eesti’ nae 
’ 
nly lag « 
: 
Pi sf i 
iL, GPRS Te 
‘ 
t 
te Hes 
oi a 
! eT 
be ES 3 Ve i 
6 
> 1 
ee 
ee ic 


ANGUS. STONEHOUSE & CO. LTD. 
TORONTO. ONTARIO -3- 


exempvions on the assumption that it is not engaging 


S 


business activities but is organized for a specific 


I ena nNOn=DusSeness purpose. If after obtaining such tax 


ei 


4| conecssions, the estadlishment deviates from the purpose 


20 Was orgenized and engages in business activi 
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20'S. Because of the relaxation of liquor laws across 
sO, Many sport-me clubs, 
and veterans clubs have 


ities and in many cases, opened the 


for use “of ‘club facilities. 
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281 vecentions, ete., held in these eclubrooms. In other 


29 eases, curi=ng elubs end golf eourses cater weekly to 
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service club luncheons and other group business, on a 


scale which is of increasing concern to the Hotel Associ- 
ation of Canada. In short, the original intent and pur- 
pose of the club's organization is lost to orofit making 
business vractices. 

6; 10. In February of 1963 the report of the Municipal 

7| Enquiry Commission in Manitoba made specific references 

8] to areas of potential revenue within municipal control 

9| which have heretofore been by-passed by these local 


10/| sovernments. The recommendations put forward by this 


11] Commission indicated a clear-cut awareness that certain 

12] organizations were escaping their obligations to vay 

13] their fair share of municipal taxes, especially when it 

14] was evident that most of these organizations were ‘carry- 

15|| ing on a business" at a profit, 

16) 11. With many Provincial Governments now actively inter- 

17] ested and participating in personal and corporation income 
ields, they as well as the Federal Government, are 

19] overlooking what we suggest are lucrative fields o 
20| additional tax revenues, 

21} 12. Is it fair, we ask, that a hotel which pays business, 


22] realty and income taxes, having 


ia) 


qually attractive facili- 


23} ties, but which is situated close bY 2 orivate and 


24] fraternal club, a sporting club or a veterans orsanization 


e+ 


27 fair that in many clubs of this nature, a growing source 
28] of revenue is obtained by catering to the public simply 


29}, \because a member of this club happens to be a member of 
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“euet 


1] the outside group being catered to? 

2] 13. j%In the United States not so long ago, steps were 

3] taken to control this unfair competition. In that countr 
4| there is no specific law which prohibits tax exempt 

5| establishments from competing with tax-paying business 

6] organizations. The key however, lies in the tax laws. 

7] An organization is granted an exemption from Federal 

8] Income Tax on the assumption that it is not engaging in 


9! business activities, but is organized for a specific 


10| and non-business purpose, such as a charitable or edu- 


11] cational corporation, a fraternal organization, a social 
12] club or a trade association. 

13} 14. If, after obtaining such tax exemption, the estab- 
14] lishment goes out of its chosen field and engages in 

15/| business activities, it may well lose its exemption from 
16] income tax but there is no law to stop it if it wishes to 
take that risk. The Hotel Association of Canada has no 


complaint against an organization engaging in a business 


activity if it is paying income tax upon the profits of 
such activity. It would then be placed on exactly the 
same competitive basis as the hotels are today. 

15. The Internal Revenue Service of the United States 
Government points out rather specifically the responsi- 
bility of a tax free club. It states in part, "where an 
organization makes its facilities available to the 
general public or to outside groups on a regular recurring 
basis for the purpose of obtaining funds to benefit its 
members by minimizing dues and fees, eet its 


facilities or otherwise, its exempt status will be 
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jeopardized". Further to this, all tax exempt social 
clubs, veterans organizations, etc., are required to file 
an annual information return to the Internal Revenue 
Service. They have recently gone one step further and 
have prov ied public access to tax exempt organizations 
jecianatars forms. All charitable, educational,scientific, 
religious and similar groups including charitable found- 
ations, are required under a new form No. 990-A, which 
will require for the first time such data as officers 
salaries and investments, political or lobbying activities, 
accumulations of capital gains and other income, dealings 
and relations with contributors, costs of raising funds, 
etc. After allowing for processing in district offices, 
copies of the executed forms will be open to the public 
in Washington. 

LG.) | kt sour Sopkention Gnet the Income Tax Department 
of Canada could take a very close look at what has 
happéned in the United States insofar as the tax exempt 
privileges of clubs is concerned. 

17. It is no secret that in many clubs the membership 
contributions and spending within the club premises alone 
could not substantiate or maintain such elaborate estab- 
lishments as we have in the "club" field. It is only by 
catering to outside group business and to the public at 
large that mortgage indebtedness can be reduced in a 
short time and renovations of these new buildingspaid for 
out of current earnings. 

18. We are aware that older clvb buildings and equipment 


can and are sold at an enhanced value above their original 
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cost. Because the organization is outside the Income 
Tax Act, no tax is collected on recaptured depreciation. 


Hotel operations however, fall within the Income Tax Act 


and tax is calculated and collected on recaptured depreci 
ation, ‘This factor as well, adds further distress to the 
Canadian hotel industry under such unfair competitive 
conditions. 

19. With respect to this whole field of unfair competi- 
tion, the Hotel Association of Canada recommends-that all 
non-profit and tax exempt organizations, clubs and 
associations, should be incorporated under the Companies 
Act of their respective provinces or the Federal Companie 
Act. An annual report would or should be required from 
the Secretary of the applicable organization to be filed 
with the Provincial Secretary or with the Secretary of 
State, as applicable. The form should be devised in 

such a manner whereby details of the source of all 
revenues, the disbursement of any revenues, the state of 
surpluses and real assets, could be readily determined. 
20, We strongly recommend that all advertising or 
solicitation by such tax exempt organizations be confined 
fo soliciting member support only to the patronage of 
that specific organization, 

2i. We respectfully submit to the Royal Commission on 
Taxation that in light of the foregoing, amendments 
should be made to the Income Tax Act. These erage He 
would serve to include under the Income Tax Act such 
organizations as are now exempt, but who are "carrying on 
a business" in direct competition with hotels throughout 


Canada, 


| A brief to the Royal Commission on Taxtion. 
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RESPONSIBILITY ACCOUNTING FOR INCOME TAX REVENUE 


—— ee 


INTRODUCTION 
The income tax, as presently used in Canada, 
seemingly serves two quite different objectives. One 


objective is to raise revenue. The other objective is to 
act as a tool by which governmental policies, both social 


and economic, may be implemented. The theme of this brie? 


| is that while both objectives are valid and necessary they 


should be given formal recognition as two quite distinct 
aspects of income taxation. The proposal is that: 

1) The tax revenues for which the government should 
be held accountable should be the tax based on 
what might be called "income for tax purposes". 

2) Deductions allowed the taxpayer from the basic 
income tax should be accounted for as government 
expenditures. 

THE PROPOSAL 


? 


It is widely recognized that the present income 


tax is not in fact a tax on income. It is a tax on tax- 
able income. It is proposed that taxpayers be required to 
comoute their income tax based on their income rather 
than on any arbitrarily defined taxable income. This 
proposal is not particularly concerned with how “income 
for tax purposes” is defined except that it should be 
unbiased by governmental policies whether economic or 
social. Broadly this would mean that "income for tax 
purposes" should approximate the net income of business 
firms and the gross earnings of individuals. The tax 


| 
revenue of the government should be measured by the income 
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tax on "income for tax purposes", 


This is not to deny the government its right to 


use the income tax as a means of implementing economic 
or social policies. Any deductions from the income tax 
allowed to taxpayers should be accounted for as government 
expenditures. It may seem strange to require an account- | 
ing for revenues not received. + | 
ee ee eee 
1. The argument that opportunity costs cannot be recor- 
ded in any formal way because they “will generally 
depend on the alternative use of the resources at the 
time of the decision" does not apply. Revenue fore- 


gone by a specific decision not to receive It can be - 


measured, See Harold Biermen, Topic in Cost Acccunt- 
ing and Decisions, New York, McGraw Hill, £963, p. 9. 


Se ee Be 
It is submitted that the effects of such imputed 
} 
expenditures on the finances of our country are of <c-ri- 
i 
tical importance both for government planning and for 


evaluation of governmental policies. 


ADVANTAGES OF THE PR 


Information for Planning 
In planning income tax revisions and in evalua- 


ting policies which are to be implemented by means of the 


income tax it ig necessary to estimate the effect which 


In some areas it is possible to make such eg- 
timates based on the records available. In other areas 


the estimates can be prepared only with difficulty. | In 


other areas the information necessary may not be available 
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1j in any form. If the voroposed information concerning the 
2) “revenue lost cost" of existing policies were available 

3)| Dlanning would be facilitated. For example, if the 

4 government were considering withdrawing the deduction for 
5| percentage depletion in the oil industry, it might well 

6| require information concerning the increase in net tax 

7| revenue which would result. 

8| Information for the Public 

9] A democratic government should be prepared to 
10| report to its citizens in terms of the revenues which it 


11/ receives and the expenditures which it makes. This is 


already done. An extension of the stewardship aspect of 


iy 
i) 


13) reporting would require the government to report in terms 
14] of the revenue which it did not receive because of deduc- 
15 tions allowed to certain categories of taxpayers for cer- 
16|| tain specified reasons. Note that this is not a request 
17|| for‘’‘a report of ali foregone revenue. Such a report 

| would be infinitely long. It is a request for a report 

19) of the cost to society of exemptions and deductions grante 
20 to some taxpayers and not to others. A more widespread 
21| awareness of the number of special deductions and the 

| inancial magnitude of them might result in the withdrawal 
23) Of some of them. The withdrawal of special deductions 
would result in a broader net tax revenue base and would 
25|| permit lower tax rates. 


96 | DIFFICULTIES 


97 | Responsibility for Defining "Net Income" 
| 


28 | The obvious difficulty is that of defining "net 


29 income” on which to levy the income tax. In essence the 


proposal suggests that "net income" be defined without 
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1] reference to political or social considerations. Perhans 


2 


J 


an independent board of economists and accountants should 


be assigned the task. 


Differences Between “Income for Tax P oses"” and "Busines 


Income" | 

The definition of “income for tax purposes" may 
differ from so called “business income" for reasons of 
administrative convenience. The present mode of caicula- 
ting capital cost allowances is an example of what might 
be termed an administrative convenience. There is no 
particular objection to such administrative conveniences 
provided the aggregate "income subject to tax" over the 
life of the taxpayer does not vary significantly from his 
true income. 
Expenses and Special Deductions 

Tt is not easy to segregate expenses, which 
should be allowed in determining “income subject to tax," 


from deductions allowed the taxpayer in calculating the 


amount which he must remit to the government. 


! 
‘ 
| 


{ 


( 
| 
i 
1 
| 
) 
| 
! 
| 


items such as the tax free period granted mining | 


companies are clearly in the category of deductions. What 
are the medical expenditures of an individual? It may be 
argued that medical expenditures by a wage earner are, 2; 
least indirectly, related to the earnings he receives 
since some portion of the expenditures is essential if 

nis earnings are to continue and are, therefore, exvenses. 
On the other hand the medical expenditures for members of 


the wage earner's family are associated with his personal 


29| marital status and domestic situation and are unrelated to 


30) his activities as a wage earner and are, therefore, not 
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expenses. It is not the purpose of this brief to dwell 


| on the detailed application of the distinction but rather 


to point out the significance of the distinction. 


rns 


2. Changing Concepts of Business Income, Report of Study 


Group on Business Income, New York, Macmillan, 1952 

presents the findings of a group assigned the task of 

considering the concept of "business income". While 

the study group was not essentially concerned with 

taxation the approach which they employed is relevant. 
fa i na i A 2 DR TE | 
FLEXIBILITY 

The vroposal while conceptually difficult would 

not necessarily be difficult to administer. A crude 
application would require only that the existing act and 


regulations clearly distinguish between those provisions 


| relating to determining “income for tax purposes" (re- 


| venue and expenses) and those relating to determining 


"amount to be remitted" (deductions). The tax returns 


by 


orms would need to be revised to distinguish more clearly 


. 
; the deductions in terms of the revenue foregone as’ 4a 


a > Ue 


| result of each deduction. 


At a later stage amendments aimed at correcting 


; inequities or errors in defining "income for tax purposes" 


could be introduced. The first stage would require, for 


example, a decision that the exemption of co-operatives 
from income tax is a deduction rather than an indication 
that such entities do not produce income. At this second 


stage it would be necessary to define the “income for tax 


purposes" of co-operatives so that the magnitude of the 
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deduction would be measured more accurately. 

Subsequent stages might be concerned with the 
calculation of deductions. The present method of allowing 
what are in effect deductions, results in-them being ali- 
owed at approximately the marginal rate of tax. 

It may be quite appropriate to allow some deduc- 
tions as an absolute amount. Rather than allow all in- 
dividuals a basic deduction of $1,000 in arriving at 
taxable income, as is done at the present, it might be 
preferable to allow all individuals a deduction of $150 
from their income tax. Notice that when progressive tax 
rates are used a change to absolute deductions tends to 
make the tax more progressive. 

Conversely it may be quite sueeeriate to allow 
some deductions in terms of a calculation at the marginal 
tax rate. If public policy warranted encouragement of 
charitable giving this could be done by allowing a deduc- 
tion equal to the charitable donations made times the 
individuals marginal rate of tax. 

The middle ground between these two extremes 
would be to allow some deductions in terms of a calcula- 
tion using the taxpayers average tax rate. 

SUMMARY 

This brief is presented by an individual. It 
does not present the special interests of any group, 
association or organization. Consequently there has veen 
no particular attempt to justify the proposal. The pro- 
posal is made to the commission in the belief that the 
commission is seeking ideas which might be incorporated 


into a thorough revision not simply of the income tax act 
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\ 
but of our approach to taxation. It is my belief that the 


proposal would result in the type of tax and the type of 


cratic responsible government. 
The proposal might be called responsibility 


| 

| 

| 
taxation information which is more in keeping with a demo- 
accounting for income tax revenue. It seeks to distin- 


| guish more clearly between those aspects of net income tax 
revenue for which the government is directly responsible 
and those for which it is not directly responsible. 


1. Income tax should be calculated on a measure of in- 


eome which is not subject to manipulation for poli- 
tical, economic or social odjectives. The only 
direct control the government would have over the 
income tax revenue so determined would be by means of 
varying the tax rates. 

2. The amount actually paid to the government by a tax- 
payer may be less than or more than the income tax 
calculated on income. The difference between income 
tax revenue and net tax receipts should be fully 
accounted for as expenditures. The government has 


full control over such deductions. It may increase 


or decrease them. It may allow more deduction, it 
may discontinue deductions. The government should 


be prepared to revort the revenue effect of all such 


ible for them. 
If the commission is interested in the proposals 
advanced, I would be happy to elaborate upon them. 
Respectfully submitted, 


Aug. 14, 1963 Daniel McDonald 
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ee 
1| To-the Chairman and Members, 

2\| Royal Commission on T2xation, 

3] Ottawa, 

4\| Gentlemen: 

Be This submission is made on behalf of United 

6| Grain Growers Limited, 

yates For such reference as may be required a state- 
8] ment descriptive of this Company is attached hereto as 

9] Appendix A, while also appended are the latest ennual 

10] report and pamphlets containing Act of Incorporation and 
41|| by-laws. 

163% Here it is sufficient to say that this is a 

13| farmer-owned Company with more than fifty thousand member 
14) handling grain through 780 elevators at 614 points in 

15] the Prairie Provinces and through terminal elevators at 
16|| Port Arthur and Vancouver. It has various ancillary 

17|| enterprises, some conducted through subsidiary companies, 
18), It is the oldest such Company, now in its 57th year, so 
19] that its experience as a taxpayer covers the entire 

20|| period during wnich there has been a Canadian tax on 

21) corporate income, Not only has it paid such tax during 
22|| for as long a period as any Canadian company; its total 
23|| payments, which amount to some millions of dollars must 
24| have been larger than.the average for Canadian taxpayers. 
25|| Consequently, it has ample experience on which to draw 
26) in making a recommendation to your Commission. Such 
27| experience, as will be shown, supports the following 
28 || recommendation relative to the treatment of dividends 
29i}hron share capital in the taxation of corporations, 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO. ONTARIO 2 
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1| posseivdlic limitation; cash dividends on share capital 

2) snould be deeutibel in calculating taxable income, as 

Si) is "chs eace with interest paid, under a legal obligation, 
Z/S OR Porrored woney, 

5] 5. > The purpose of this suggestion is not to 

6| Peduce Fhe amount of revenue which accrues to the 


7i\_ Government from taxation, Rather it te to provide a4 | 


ct 
cr 
(at) 
% 
4) 
ie) 
oO 
(a) 
QO 
rs) 
p 
Q 


RiP method of assessing taxes which will give’ be 


Q|) results than the present! method produces. 


10]| 6. Two major improvements are contemplated, One 
11] is a greater employment by Canadian corporations of share 
12 cavital for expansion, with lessened reliance upon’ debt 
13|>and on retained earnings for that purpose. 

iAieay + The other is an increased pay-out of earnings 

15 of Canadian corporations so that share owners may have 


16) an incentive to remain shareholders, instead 


Oo 


De Seda ne 


17} cle when, they: can “do so at” a proerit, ‘The selling out 


18) D2eccecs Trequently involves transfer of Canadian industry 
19|| f2°0m Canadian to non-Canadian ownership, a matter of 


20) special concern to your Commission. under the terms of 


93) So. There are various precedents applicable in 


egree to this suggestion as follows: 


bo 

rs 
ie) 
© 
ia) 
Q, 


“95 . (a) Interest is a deductible item in computing 

26 income, under Section 11 (1) ec) of the Act | 
PH provided it is paid pursuant to a legal | 
28 obligation to pay, and the borrowed money | 
29 : on which it is paid is used to earn income, | 


30 A share capital dividend corresponds to 
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~~ 


such interest in that it is paid in 
to money used to earn income. It also 


corresponds in that it “is paid in fulfiii— 


ment of a prospect held forth at an earlier 


date without which prospect the capital 
would not have been available, nor the 
intended income earned. 

The differences between the two payments 
and whether or not these warrant a 
difference in tax treatment will be dis- 
cussed below, 
In the United Kingdom, the Income Tax law 
PespeCE SOL 
on capital he corporation im 


such amounts is not a taxpayer 


Treasury for the account of shareholders 
amounts for which they would be liable if 
taxable at a standard rate, Subsequent 


adjustment may or may not be in order when 
a shareholder makes his tax return. (See 
Volume III of Report on Royal Commission 
on Transportation, p. 548, in paper by 


eae Eaton), Procedure is analogous to 


Canadian practice of withholding income tax 


at source on wages 


Differntial rates of taxation are said’ to 


apply in some countries as between amounts 


paid out in dividends and those retained 
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1 by a corporation, The Commission will 
2 learn from its research into tax systems 
3 Of ethervecountriies ar “such as actuadkiy the 
4 case, . Invany evenh such dit ferential rates | 
5| have been advocated in North America with 
| 
6 the purpose of encouraging or forcing dis- 
7) tribution of corporate earnings, 
| 
8) (ad) In the Income Tax Act of Canada, deduction | 
| 
9 is provided in Section 75 for "payments 
10) made, pursuant to allocations in proportion 
11 to patronage.” 
12) (e) An individual taxpayer in Canada is allowed | 
13 to deduct from tax payable 20% of | 
14 dividends received from taxable Canadian | 
! 
15 corporations, 
16 (#) Exploration and development expenses and 
“ depletion allowances are deductible in | 
| 
18 calculating taxable income of mining 
| 
19, eompanies and oi] and gas companies, | 
iH 1 
20 | (=) The problem presented herein has already, | 
21 to geome extent, been discussed under | 
| 
22| sponsorship of the Canadian Tax Foundation, | 
23 | In "The Taxation of Corporate Income in | 
24 | Canada", publication of which was sponsored 
25 by that body, the author, Dr. J, Richards | 
| 
26 | Petrie, says (p. 170) "One must wish that | 
27 | corporate enterprise were less dependent 
28. upon internal funds for expansion, and that | 
29 | share capital could be the most important | 
I ; 
30, source of Lunde. 1 or icorporare™ expansion, 
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The first step towards the achievement 


of this end should be reform of the federal 


tax system by removing the tax discrimin- 


ation between bond interest and dividends,” 


f Present Tax Law 


Present Canadian Tax law tends 


to limit the 


issue of capital stock by Canadian corporations and to 


enlarge 


corporate debt, 


That effect is 


since what the corporation pays 


in 


interest 


+ 
vw 


O-be expected 


is deductible in calculating income for tax purposes 


and what it pays to shareholders 


a tendency to keep a corporation from 


capital for expansion, and to rely 


generated by its own operations 


shareholders, 


An example of the 


is LounGd 2} the experience” ory Un 


Limited described below, 


A Case Study 


Since the end of World 


has greatly enlarged and improve 


In 1946, it operated 524 country 


combined capacity of its country 


was 34 million bushels, 


country elevators; 


the capacity 


J 


War IIL 


ui 


system was 68.7 million bushels, Exvan 


time meant an 


from $12 


increase in invest 


million to $40 million, 
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1| $3 million to $4,8 million, or 60 per cent, But the 


2 increase. in funded and other long term debt was $11 


3] million, more than five fold, from $2 million to $13 

4 million, (Figures and quotations from annual reports.) 
5 es This resort to debt financing was not origin- 
6 ally intended. When the Company first embarked on its 
7 program of enlarging and improving its elevator system, 
8 a considerable reliance on capital stock was contemplated 
9 The following is extracted from the annual report of 

10 1947: (Figures and quotations from annual reports). 

11 "Aithough, according to its charter, the 

12 authorized capital of United Grain Growers 

13 Limited is $5,000,000, the present issued 

14 and paid-up capital amounts to $3,085,095. 

15 That amount of capital has been sufficient 

16 in the past and it is nearly twenty years 

17 since the Company sought to increase it ... 
18 More capital investment is required to 

19 sustain a continuing program of improving 

20 elevator facilities and for expansion in 

Dt building new elevators, Your Board believes 
a that the money for such purposes should as 

23 far as possible be obtained from the farmers 
24 to be served, and dependence upon borraed 

25 funds thereby reduced," 

26 Abs te The report also forecast a plan for making 


a7 patronage dividends payable in shares, In 1948, it 
28 was recorded that new shares had been rapidly taken up 
29 when it was known that they were available. Reference 


30 was made to "a considerable number of new points, at 
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which it is desirable to sell shares, both for the 
purpose of establishing locals and to give customers a 
financial interest in the Company.” (Figures and quota- 
tions from annual reports.) 

14, By 1949 paid-up capital stock had increased 
to $4 million. eee fant quotations from annual 
reports). The Directors sought and obtained authority 
from the annual meeting for amendment to the Company's 
Parliamentary Charter, increasing authorized capital 
from $5 million to $7.5 million, While Parliament 


7. 


granted the increase it has not been used, Enlargement 
of paid-up capital was halted after close of the 1952 
fiscal year, at which time it had grown by $1.8 million, 
bay The impact of income tax brought about tnis 
change from shares to loans as a source of capital. It 
is one thing to finance a new elevator out of borrowed 
money; the interest is a deductible expense. It is 
mother thing to finance it out of new share capital; 
dividends are not deductible and have to come out of 
earnings after taxes are paid, It took $90,000 annually 
to pay the Company’s usual 5 per cent dividend on tne 
new share capital. But to make that available tne new 
capital would have to earn $180,000 before income tax. 
Instead of issuing more shares the Directors decided 

to rely on borrowing. . During the ten years following 
1952 the Company's outstanding first mortgage bonds, 

as required by trust deed were reduced by $2 million, 
But issues of other debt instruments were increased by 
$7.6 million, making a net increase of $5.6 million in 


long term debt. 
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A Field for Enquiry 
L6y While the evidence this Company can give is 
limited to its own experience, the foregoing suggests a 


field for enquiry as this Commission considers the tax 
laws in relation to the ownership of Canadian industry. 
Tifice There has been much concern in Canada as to 


extent of control of this country's industry exercised 


by non-residents, It is sometimes alleged that Canadian 


form a community of conservative and cautious people 
determined to protect its savings from all risks, con- 
serving them in banks, in insurance policies and in 
zovernment bonds, content to leave adventure and enter- 
prise to the invading foreigner, The record of the 
stock markets is to the contrary; it indicates that the 
Canadian investor has not only been willing but has been 
eager to participate in industrial enterprises, 

abSy. Ascarcity of shares for investment purposes is 
by prices lately prevailing. For example, in mid- 
January, 1963, a financial paper reported that 114 
common stocks were priced on Canadian markets’ to yield 
an average of 4.36%, Yields on some industrial shares 
were as low as 3% or wish less. This was at a time when 
the investor could obtain 5 1/2% for his money on 
provincial or municipal bonds (Financial Post, Jan. 19, 
1963) 

EQS There has been comment by investment dealers 
on "the problem of adequate supply of stocks to meet the 


' on the 


rising demand by institutional accounts,' 
"imbalance" between the demand for and the supply of 


shares, and on the "scarcity of equities," 
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Zor It must be admitted that recurrent rights to 
buy additional shares have been issued to shareholders 
in chartered banks and in certain regulated public 
utilities, As to the former it may be that more share 
capital was an imperative need for banks as a condition 
of growth. As to the latter it may be that the tax 
Situation does not affect public utilities when the 
regulatory authority includes income tax as an expense 
which must be covered by the rates allowed, As to other 
industries enquiry gat show that new issued of share 
capital and the expectation of such have been limited on 
account of the tax situation. If so, that could adver- 


sely affect Canadian ownership of Canadian industry. 


(a) by limiting opportunities to invest therein,) 


(b) by limiting expectations as to future 
benefits and developing a willingness to 
dispose of shares, 

(c) by restricting the number of persons 
sharing control, which might thus be more 
easily acquired by others, 

(d) by affecting the attitude of the owner, 
If earnings have to be retained for 
corporate purposes, the benefits of owner- 
ship will not be found in prospects of 
future income, They will be sought 
instead in profitable selling so the 
owner instead of being a tenacious share- 
holder is an expectant seller. Such a 
one will respond readily to a bid for 


control from outside interests, 
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1 Two Pertinent Instances 
9] 21, - Since your Commission was appointed, share- 


3) holders of two outstanding Canadian companies have sold 


4 their shares to interests controlled outside of Canada. 
5] The two transactinns involved close to $200 million, | 
6] It will concern you to enquire if, had tax laws been | 
7 differently formulated, these shareholders might have | 
g|| been encouraged to continue their ownership of the | 
9 industries in question, Published newspaper statements 

10 relevant to these transactions are enlightening, 

11 eas An article in the Financial Post of January 

12| 19, 1963 described one of these companies as "Canada's 


13) leading producer of stainless, tool and alloy steels," 


14 The article continued as follows: 


15 "Stainless steel markets are generally high- 

16 priced small-volume custom markets.... 

17 Company's over-all sales fave doubled during 

18 the last six years to a peak of $57.8 million 

19 in 1961 ($50,350,000 during Sin Begs yoy: 

20 Stake in export markets has expanded sub- 

21 ‘ stantially during recent years, and tMs been | 
22 averaging approximately 25% of total". 

23 Coe Evidently this is an admirable and well 


24|| managed enterprise of which the former owners might 

25 well have been proud, but which they nevertheless sold. 
26 Published accounts indicate that shareholders had been 
27 receiving regular annual dividends of $1.00 per share, 
281 commencing with 1956, and an extra 25 cents per share 

29 except in 1957 and 1958. Earnings per share, commencing 


30) with 1956 were published at $3.92; $2.04; 42.04; 
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of earnings was retained for growth, This was also 
indicated by published balance sheet which showed 
"Earnings retained in the business: at $24,670,780." 

It was further shown by statement that company would be 
regarded by the Tax Department as having undistributed 
income on hand equivalent to $14 per share, to be treated 
as a dividend included in:the payment to be made to 
shareholders, It would have taken more than ten years 
for shareholders to receive that sum in dividends de- 
clared at former rates, 

pyle The Company had issued $20 million 5% and 

5 1/2% bonds in April, 1962. It may be supposed that, 
although shareholders had had some previous opportunities 
to buy new issues of shares, they would not be expecting, 
in the near, fugure.,, further opportunities, to do so. 

eye It is not surprising that shareholders accepted 
an offer of approximately $37.00 per share for their 


shares, 


XN The other company was described as an importané | 


fully integrated oil company engaged in the production, 
refining and marketing of petroleum and petroleum 
products across Canada. Newspapers said that sales of 
finished products in 1961 amounted to over $92 million. 
Its net worth per common share was reported to have 
risen from $16.40 at the end of 1955 to $24.65 at the 
end of 1961, or by $8.25, Dividends on common shares 
paid for the same six years amounted to ¢4.60, having 

/ 


been at an annual rate of SO cents per share for five 


years. 
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in offer té purchase the company for $114 

million, equiv2 tent to $39 per share was rejected by 
the Directors, «. subsequent offer to buy shares was 
recommended by the Directors and accepted by most 


shareholders, This offer, reported as equivalent to 


$56 per share included $52.50 cash. It will be seen 
that sharehoiders had been receiving slightly over 3% 
on the reported net worth of their shares, equivalent to 
about 1 1/2 of the selling price. Their willingness 

Gor seli.dis noc bce be. wondered. av. 

Ir. each of these cases question arises as to 
what misht have encouraged former owners to retain 
instead of disposing of their interest. Your Commission 
will pernaps conelude that prospect of a greater dis- 


tribution of dividends might have done so and that sum 


One Question Answered 


ao. Your Commission is charged in paragraph (3) 
mah Gor consider and meport, upon 
"The means whereby the tax laws can best 
formulated to encourage Canadian ownership 


of Canadian industry without discouraging the 


low of investment funds into Canada." 
30. cee means-of accomplishing that end is 
sugcested by che foregoing, Make it attractive to retain 
instead of =. sell shares in Canadian industry. 
Assoc bare. -auard of ownership with future income and 


futwee, oO te ‘nity for investment rather than with the 


. a 


ie yi pet 
ne Pata pied tin i ieee Noa inne Se eile a 
hatelioneiiaaale (RR RIRESS SAO OF; BR OR! LS Ae RMN a a 
| (i baerevte RitamiPeN Uerowte «2d cntenxe a9 Rodenend! 
i sd petaton wn ad isinew veoteor edtbane) eh dealt ' ili 
. ; + miaels) eros ésetoysts ‘ia nokssinae sitastt azot ‘teins ; oe in i 
“a ) Dh edd tom cbeane Ph lw nto twiilorsu amet SE Levert went i: u 
j a Aetene Ho cate cut et b¢ whee anchrebronenqed ie 
q ne 


) > Sas moteturatt Bend eh) ntecies ey test oy, Main 
ie “og dinbeke emasd evi teiisss sidkesoy gatoowse sy ssh 
| retkeites wait doves Btw ieee a 
oe irrettensbien Si Naiy maate Fonte 62 aolee lds uit Pe te Ns 
- i jahnopnvis Bataan sert xt aeligan ef Diaate Ut emusic’ Fee 
(Adee ediystratiy wire of of bivow eet yandtcounen, Lys 
SET ERRaL me. BARONOL O; terrae ah ORIN SRE be 
od aa paahoeseries te syttirmae to, santo of? “evedaw , och 
(fed leben too, Sted wt kite 2d .srwerewog eid ys cies EGR. 


oni Pi NSTe MBF TOMO WE AN aeEeE A 


aan, | aed 

1 is a ; ! } 

a 

Aa 1) ia 7 ih ‘| b ; 
LA tA aa St) a ar ie , j : 


ANGUS, STONEHOUSE & CO. LTD. 4 
TORONTO, ONTARIO sf 


market value of shares. Do so by formulating tax laws 
which will encourage corporations to pay out more of 
their earnings in dividends than at present. 

Encourage them to issue share capital for purposes of 
expansion instead of bonds and debentures, Make that 
encouragement rest upon deductibility, at least to some 
extent, of dividends on share capital in calculating 
income for tax purposes, 


This Not a Plea for Tax Reduction 


Sth There is no purpose herein to argue for lower 
taxes, the volume of which must be determined by the 
needs of government. Nor does this presentation join 
in the argument tha government should take less than it 
now claims of money earned by corporations. That 
argument will come to your attention, You will have 
occasion to examine the theory, frequently advanced, 
that the Canadian economy would be stimulated by a 
somewhat less drastic taxation of corporate income than 
now prevails, Your conclusions will be based, not only 
on representations made to you, but also on research 
which you direct, We refrain from that discussion and 
from discussing possible alternative taxes which you 
will doubtless consider, 

Bere Our submission is that when such a reduction 
occurs it should be applied by first making dividends 
deductible. This would be to give priority to lowering 
taxable income as compared to lowering the rate of tax. 
Whatever the share of earnings of corporations to be 
taken by the government, it will be best collected by 


a system which recognizes as a necessary expense, and 
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1 consequently deductible in calculating taxable income, 

2 some return to shareholders on the capital they supply. 
3] Double Taxation Not in Issue 

4 55% The purpose and the scope of this suggestion 


5] are completely different from those of the dividend tax 


| 
6 credit to individual taxpayers now embodied in Canadi=n 
7| tax legislation, When first introduced in 1949, at a 
gi| lower rate than at present, that credit was described 
g| as intended to lessen the impact of double taxation of 
10| corporate income, The benefits it provides are to 
11) individual taxpayers as such, lightening their burdens, 
12 and mitigating what otherwise might be regarded as 
13|| injustice from double taxation or from high rates. The 


14 dividend credit does not influence the activities of 


15 corporations and does not stimulate industrial growth. 


16 Bale, Invweontrast; the present proposal sis) not 


17 concerned with double taxation or with inequities to 
18 individuals . It is.designed to operate: at the-corporate 


19 level and to affect corporate financing and corporate 


20 srowth for the general good." It is broadwinrscope, 
22) end not limited to that segment of its income paid out 


93| to individuals resident in Canada. Neither the dividend 


24 eredits nor the plan now proposed is to be deseribed as 


25 imposing a cost upon the national revenue, since what 


26 is not collected in.one way must be obtained in another, 


27 through other taxes or through higher rates, 
> om 


28 Allowance for Cost of Share Capital 
29 35 The proposal of this submission has been 
30 presented as a matter of expediency, It can-also be 


21 applying tc and benefiting a corporation as a whole, 
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considered as a matter of principle. A corporation is 
taxed as a person, earning income and incurring expense 


in doing so. It is allowed to deduct the expense in 


calculating income for taxation purposes, To conduct 
its business and to earn income it must employ capital. 
The cost of capital, the return by way of income to 
those who supply capital, is recognized by the Act as a 
deductible expense, but only when paid as interest under 
a legal obligation to pay: Dividends on share capital, 
at least to some reasorable extent, can also be seen 

as a cost of capital, recovery of which is prerequisite 
to making a profit, That cost cannot be less than the 
minimum expectation of return held by the eenalads 
when he invests his money in share capital. Unless a 
corporation's earnings are such as to make possible a 
reasonable return on capital the corporation is not 
meeting its costs nor making a profit, Thus, before | 
arriving at taxable income of a corporation it is 
reasonable to allow deduction of at least a moderate 
provision for the cost of share capital. 

36. There is an analogy between such allowance and 
allowances to a taxpayer on capital cost of depreciable 
property employed in a business, The Act recognizes 

that a corporation is not making a profit unless its 
operations recover such cost, The Act makes such cost 
deductible, by a series of instalments, in calculating 
income, 

Possible Limitations on Deductibility | 
Bits Once there is recognized as sound the principle 


of deductibility of dividends on share capital there 
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has to be considered how far it can be applied, in the 


light of revenue needs, That is because so large a part 


of the country's revenue is now obtained by taxing 


(a) 


(b) 


(c) 


corporate income, If that impost is to be lightened it 
can only be as corresponding revenue is obtained from 
other forms of taxation, Your Commission will be study- 
ing what to recommend in that connection, If that is not 
sufficient to offset complete deductibility, some 
limitation on the principle may be appropriate, 
Alternative devices for limitation are suggested below, 
which could be compared in the. light of information 


availabie to the Commission, 


Limit deductibility to dividends paid to 
residents of Canada. This would not 
inflict any hardships on the non-resident 
shareholder in a Canadian corporation, His 
dividend would not be affected nor would 
the Company in which he had invested be 
subject to more taxes than at present, 

But an incentive would be provided for 
corporations to promote ownership of their 
shares by Canadians and when new capital 

is required to seek it in Canada, 

Limit deductibility to an amount not exceed- 
ing a rate on capital employed as defined 
in the Excess Profits Tax Act. The rate 
would have to be low, since that definition 
capitalizes retained Carmine s., 

Limit deductibility to an amount not exceed- 


ing a modest rate, Say six per cent, on 
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1 actual cash heretofore or hereafter 

2 received by a corporation in exchange for 

3 its capital stock, Such cash consideration 
4 judging from "Taxation Statistics" issued | 
5 by the Department of National Revenue 

6 would be much less in total than half the 

“4 total of capital employed as mentioned in 

8 the preceding paragraph. Limitation to a 

9 return on actual cash received would make 

10 deductibility of dividends on share capital 
11 correspond closely to the deductibility 

12 which now applies to interest paid under 

13 a legal obligation to pay, This limitation 
14 eould if necessary be applied in conjunesion| 
15 with the geographical limitation outlined 

16 in paragraph (a) above, | 
17|| 38. It may seem unduly restrictive of deductibility 


18] to exclude from the calculation shares issued for 
19} consideration other than cash or to exclude the capital- 
20) ization of retained earnings, But such exclusion will 
21] be justified if necessary to prevent deductibility from 


22|| occasioning too great a loss of revenue, 


23 
24 
25 
26 
27le HOudsS  Drsiciolul A, M, Runciman 
28 || General Manager President 
Winnipes f 
30] February 27, 1963 


A rill eee cee song tite. tae aE Rae 


| ae ite eine re rst feel Sh wtb aeSted eect £2 tt FR rpg 


men Bits. tet tomegeo id bse niterwin henkersnd & avstrace 
PE Ale |) VaLoupes & Ooh ene Yet kisses hue - 2 era 


readied gba buat ate: seem eee) Rod, hele es ace LR 


4 
metay ene: Lgetorted <3 Wipe, sevdedsatt Gana tia. ete ROR 


1¢ 


ve lataud oneieee Mt vdigeeito tash2uy Cue 


qe Mestre ay FOOL at Aetenceycony visenintac 


Bisew Vite» ect. Po snertived 'atertés sis oc Pfroteien 


Sq S4sSt6 Setth oft tetnmipeuie)) 22). .Crecota eoat 2 
amessew atid 76 MOLI 2hoG BH siocget af gear is, Saaly 
PUL. charlie. to, sretiigwos 2ieall th aie -cstey. cept 
‘bier fadb're men wit Eodielse yothwats ud. atuehae wey Mb 


yitttene eaiftviad we stare ae 


LL | at oate etd xsl tees ce ster (abqrcd.eT ¢ 
z 


i 
cay 
ty 
a: 
* 
/* 


is. srremuey ieisint ptivan beg yntyteses al bas 


) yeed. ROE ne ateny seid eed 22) opelusd Gee. otne .eeade 


‘ere rektases mises bo bened ot) <v bor roitee SSD% le 


' 


\(ebwet Neortevil osctretinun ccegeeG ett 


el ST i ite thecpes sotto. bade PHL PF 


pactinvons, ‘ah ers aR ia ; ¥ Redindaneedt ee ae 


s. oe th ‘red eal sourr. io. tas womee. Dee) «shots ei. ag 


Woe at Sh berieHl qieond? “ted? ema, clei! 28 KS- 


. avete 495 i clave oF Nt hme selfaae walk baa Limo, 


® 
@ 


Ss 


ct 
a 


ANGUS. STONEHOUSE & CO. LYD. 
TORONTO. ONTARIO 19 


APPENDIX A 

United Grain Growers Limited is the oldest 
farmer owned company doing business in Western Canada, 
It is principally engaged in handling grain, For that | 
purpose it owns and operates some 780 country elevators, 
widely distributed in the prairie provinces. These 
elevators, and associated annexes have a capacity of 
ever 55 miliionibushels., At) Port) Anthurrict (owner and 
es a terminal elevator with capacity of/8,250,000 
s and a smaller one with a capacity of 1,500,000.. 
couver it has for many years operated under lease 
from the National Harbours Board a terminal elevator 
with present capacity of 3,600,000 bushels. 

Originally incorporated in 1906 in Manitob a, 
as the Grain Growers! Grain Company Limited it is now 
chartered by Special Act of Parliament. It was a direct 
outgrowth of the farmers' movement of the early years 


of this, century.) Lt represented the, first effort of 


t+ 


hat movement to improve the position of the western 
farmer under the difficult conditions of pioneer life 
on the prairies by directly entering the commercial field 
of marketing and handling grain, 

The Company acts as agent for the Canadian 
Wheat Board in receiving and making initial payment on 
wheat, oats and barley. It buys other grain on its own 
account and also handles and stores grain in its elevators 
at rates authorized by the Board of Grain Commissioners 
for Canada, 
The Company manufactures livestock feeds, 


combining grain and other ingredients. It sells farm 
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1] supplies to a value of some millions of dollars annually. 
2| These include in addition to feeds, agricultural chemicals|, 
3] fertilizer, coal, twine’ and other items, Through a 


4| subsidiary company it operates an insurance agency busin- 


5] ess. Through another subsidiary company it prints and | 
6] publishes "The Country Guide", a national farm magazine 
7|| reaching 325,000 homes across Canada and another monthly 
8] publication, and also conducts a general printing 

9] business, 

10 Paid up capital stock of $4,819,000 is divided 
11] into two classes of shares; Class "A" shares, with a 

12 par value of $20 each and Class "B" shares with a par 

13] value of $5.00 each, Voting members are organized into 
14|| Locals and each of some 300 Locals elects a delegate 

15|| to annual and other general meetings, each holder of 

16] a Class "B" share being entitled to one vote only in 


17|| the Local to which he is attached. Class "A" shares 


18] are non-voting, non-cumulative redeemable shares 


19] carrying the right to an annual dividend, to the extent 
20] earned, of 5% before other dividends are paid, 

| 
21 Following figures are extracted from the last 


22) annual report, for fiscal year ended July 31, 1962: 


23 Total country and terminal 68,750,000 

24 elevator capacity bushels 

25 Increase in total elevator 35,000,000 

26 capacity since 1947 bushels 

27 Paid up capital stock $ 4,819,000 

28 Total Shareholders! Equity $12,217,000 | 

29 Fixed Assets at Cost $39,962,000 

30 Working Capital $ 6,422,000 | 
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Funded and Other long 


Term Debt $13,100,625 


Annual Report for 1962 is attached and also 


yamphlets containing Charter and By-laws, 
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UNITED GRAIN GROWERS LIMITED 


SUPPLEMENTARY 
PRESENTATION TO THE 


ROYAL COMMISSION 


ON TAXATION 


CONTAINING ADDITIONAL MATERIAL 
RELATING TC (CHE TREATMENT OF 
DIVIDENDS ON JAPITAL STOCK IN THE 
TAXATION Us CORPORATIONS 


FOR HEARING AT WINNIPEG, AUGUST 28, 1963 
ALONG WITH MAIN PRESENTATION WHICH WAS 
ORIGINALLY FILED FOR HEARING IN APRIL, 1963 
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To the Chairman and Members, 
Royal Commission on Taxation, 
Ottawa. 


Gentlemen: 
i= The main presentation of United Grain Growers 
Limited to the Royal Commission on Taxation, now 
scheduled for hearing at Winnipeg on August 28, 1963 
was filed before the end of February. At that time 
there had not hoon published a Report by the Special 
Committee on Corporate Taxation which had been made 
to the Minister of Finance on March 21, 1961, That 
report has recently been made available both to the 
Royal Commission and to the general public, Some 
comment is desirable in relation to recommendations 
of United Grain Growers Limited. 
oe The report of the Special Committee includes the 
following 


As an incentive to certain Canadian taxable 


corporations to distribute theis! 


2arninss 

to Canadian resident shareholders, a special 
tax abatement shall be allowed to such a 
corporation equal to a percentage of Can- 
adian Dividends paid by it to them out of 

its earnings subsequent to December 31, 1961, 
(excluding Canadian Dividends and exempt 
income received and dividends or other 
distributions received under the transitional 
provisions). The rate of abatement shall 

be reviewed annually, with a susgested rate 


of 10% for 1961. 
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35 It is thus evident that two principles are 
common to the recommendations of the Special Committee 
and those of this Company, as. follows: 
(i) Different tax treatment of a corporation 
in respect of amounts retained from 
earnings and amounts paid in dividends 
to shareholders. 
(ii) Different tax treatment of a corporation 
in respect of dividends paid to shareholders 
who are Canadian residents and those who 
are not. 
4, Perhaps the second principle needs no further 
advocacy, since it has already been recognized by 
the Government of Canada in application of the 
withholding tax be dividenis paid to non-residents. 

5. But the first principle was applied to only a 
limited extent by the Special Committee. The tax 
abatement it suggested, to start at ten per cent 
of dividends paid to Canadian resident shareholders 
would amount to much less than would applying this 
Company's Sapa S Pere to make such dividends deat bie 
in calculating taxable income. This fact is explained 
by examining the Special Committee's terms of reference, 
which were much more limited than those of this Royal 
Commission. The Special Committee went as far as 
it could. We cannot say that it would have gone further 
if not’ so westricted: But we can say that this 
Commission is quite free on the one hand to note the 
Special Committee's endorsation of the principle, and 


on the other hand to ignore the limited application 
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5. of it made by the Committee. 
o- The Special Committee's terms of reference, 
as set out in Order-in-Council P.C. 1950-13 56 
were related to 
"the taxation, as personal income or 
otherwise, of amounts that are 
distributed or available for dist- 
ribution out of the earnings of 
corporations” 
as to which it was to 
"recommend changes which may achieve 
greater simplicity and overcome any 
anomalies, difficulties or deficiencies 
it finds in the present law without 
substantial loss of revenue.” 
Ke The recommendations arrived at by the Special 
Committee under these instructions related mainly 
to the taxation of individuals on dividend income 
received from corporations, a matter with which 
the submission of this Company has not been concerned. 
Only to a limited exeent did the Special Committee 
deal with taxation imposed on corporations themselves. 
That was inevitable. Any recommendation which 
would substantially reduce tax revenues arising from 
the earnings of corporations was barred by the terms 
of reference. It was not open to the Special 
Committee to suggest another tax in substitution for 
that now imposed on corporations. 
8. The Government did not adopt the recommendations 


actually made by the Special Committee. Instead it 
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1 8. appointed this Royal Commission, presumably 
2 recognizing that both much broader terms of 
3 reference and longer time than had been given the 
4 Special Committee were required for adequate treatment 
5 of tax problems. 
6 OX Your Commission thus has scope as the Special 
7 Committee did not have to recommend in accord with 
8 this Company's submission should you see fit. 
9 LO}. Some reference by this Company is desirable 
10 <9 the recommendations made by Mr. Capon, for 
11 abolishing the corporation tax and instituting a 
12 tax on retained earnings. Should the Government 
13 follow Mr. Capon's idea, there would be neither 
14 room nor opportunity to apply the more limited 
15 proposals put forward by United Grain Growers 


16 Limited. 


17 a dts However, should your Commission recommend 
18 lir. Capon's proposals it would still be desirable, 
( 
19 we submit, for you to deal favourably with what we 
20 have put forward. To do so will be to allow for 
ant possible failure of Mr. Capon's proposals to be 
22 || acceptable to the Government. Conceivably that 
23 might occur for political reasons, based on questions 
24 of public opinion, for administrative reasons, based 
25 on the convenience of the corporation tax as a 
26 collectins device, or for international reasons, 
27 based on the danger of exposing Canadian shareholders 
28 in foreign companies to retaliatory treatment. 
29 le. To say this is not to attempt evaluation or 
30 criticism of Mr. Capon's proposals. £¢_ is merely - 
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12. to stress this fact that our own are quite 
different, both in principle and in detail, both 


in purpose and in extent. 


i Sine Se Ast. (Signed) .....8..M.Bumciman.... 
General Manager President. 


Winnipeg 


August 12, 1963. s 


| Mr. G. L. Bennett, 


| Dear Mr. Bennett: 


< e 
ANGUS. STONEHOUSE & CO. LTD. 
. TORONTO. ONTARIO 


THE NORTH-WEST LINE ELEVATORS ASSOCIATION | 


Secretary, 
Royal Commission on Taxation, 
P.O. Box 466, 


| Ottawa, Ontario. 


s+ = } 


Further to our letter of August 7th in reply to 
yours of Juiy 2sth in which you request that the Associa- | 
tion either supply the Commission with certain additional 
information orior to the Hearing in Winniveg on August 
23th, or else that the representatives of the Association 
ve prepared to discuss the points raised in your ietter 


at this last mentioned Hearing: 


1. A detailed description of the grain.handling and 
storage ousiness in the Prairies, including such 
features as now the farmers decide where to store 


their grain, how and when they are paid for their 


A not= of the principal functions of both grain 
handling companies - Line and Co-op - and The Canadian 
Wheat Board is set out in the Association's Submission 
(Pages 6 - 12). 

The actual mechanics of grain delivery and 
storage might be described as follows: 

Delivery and Payment 


(a) All Grains 


Every farmer is at liberty to deal with any 
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| company he chooses according to his personal preference. 
i 


However, under Wheat Board regulations each farmer must 


signify his intention of delivering his grain to any 


i 
A ee located at one particular station. At most 


| delivery points there are, of course, several elevators | 
6) belonging to different companies, each company competing | 


7\ one with the other. Generally, but not invariably, a 


9| delivery point nearest to his farm. 


| 
| 
8| farmer will elect to transact his grain business at the | 


i} 
10/ When the farmer brings in a load of grain to an 


11| elevator, the agent in charge weighs the grain, grades it 


12] and assesses the dockage (foreign material, chaff, etc.) 


29} companies to handle, and as a result store, as much 


30] grain as possible. Companies compete, one with another, 


| 
13] contained in the load. The farmer then has the spoceente 
14/ of either, 
5) {i) accept ing the agent's assessment of the | 
16) quality of the grain; | 
i7/ {ii) refusing to accept the agent's assessment | 
18 | and delivering the grain to another competing | 
19) company; or 
an (iii) having the grain "special binned" in the | 
21) elevator s0 that a sample can be sent to | 
2 one of the Board of Grain Commissioners' 
23] grading stations for determination cr grade 
aa] which, when established, is either accepted 
2 4s the correct grade by the farmer or he 
26| exercises his privilege of shipping a 
27 | special bin car if he has a tar lot. i 
28 It is naturally in the interests of elevato> 
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| both in grading and dockage and in efficiency of service 


| so that they may attract as high a proportion of deliver- 


les as possible to their elevators. 
(>) Wheat, Oats and Barley 

In the case of wheat, oats and barley, the 
handling companies - Line and Co-op - buy these grains 


on behalf of The Canadian Wheat Board which is charged 


| 
| 
| 


by statute with the responsibility of buying and ultimate- 


ly disposing of their grains. When the Wheat Board is 
able to assess the price realized on the grain delivered 
to it in any particular pooling period, it makes one or 
more additional payments to farmers representing the 
difference between the initial price paid the farmer and 
the price it realized from its sales, less all expenses 
of operation, At the beginning of each crop year the 


Board establishes, and informs handling companies - Line 


| and Co-op - of, the initial prices it will pay for the 


various grades of these grains. When the grain is de- 


| livered and the producer accepts the elevator agent's 


grade, he is issued a negotiable "cash purchase ticket" 


in the amount of the price of his grain less various 


| deductions. These deductions consist in the case of 


wheat, of the freight charge on the grain from the point 
of delivery to the nearer of the Lakehead or Vancouver 
(other grains are bought on a basis in-store Lakehead) , 
and in the case of all grains, the per bushel handling 


and service charge, and such other deductions as elevator 


companies may be required by law or are entitled to deduct 


from the proceeds of grain deliveries. 
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Other Grains 

In the case of purchase of ‘inven other than 
wheat, oats and barley, such as rye, flax, rapeseed, 
etc., the grains may be, and in the vast majority of 
cases are, bought outright by the companies whether Line 
or Co-op. The Wheat Board does not participate in the 
sales of these grains. The price paid by a handling 
company in respect of these grains is determined by pre- 
vailing open market prices. Normal practice is fora 
Company to hedge its purchase of these grains 4s soon as 
possible after the purchase is consummated. This it does 
by entering into a contract for the future delivery of 
the grain it has purchased, on the Winnipeg Grain Exchange 
The special situation under which rapeseed may be "pooled" 
for the account of producers desiring this service has 
already been dealt with in the Association's main sub- 
mission. Payment is again usually made by way of a cash 
purchase ticket. In the case of these grains (excent 
pooled rapeseed), the price received by the farmer is the 
final price. 
Storage of Grain in Country Elevators 
(a) Wheat, Oats and Barle 

As has been mentioned these three grains are 

handled by ali Line and Co-op elevator companies for the 
account of The Canadian Wheat Board in accordance with 
the uniform Agreement, negotiated annually with tne 
Board. A specimen of this Agreement has been supplied to 
the Commission. In terms of this Agreement, companies 
store the grain they receive from producers in their 


country elevators until such time as the grain is ordered 


| 
| 
| 
| 
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| 


i) 
1} out to terminals, mills or elsewhere. Somewhat com-~ | 
| 
| 


2 plicated arrangements exist between the Board and neue hane 


3| companies to determine the quantities of grain they may 


or must ship from their country elevators from time to 


5| time. Apart from sales made locally or to mills, etc., 


6| companies ship grain forward to their terminals in accor | 
7| dance with Wheat Board instructions. The handling com- | 
8] pany is held responsible by the Wheat Board for the grade 
9| and safekeeping of the grain. Companies are obliged to 
10 account to the Wheat Board, as nearly as possible for the 
11 same quantity and grade of grain they bought for the 

12| latter's account. A company must bear the loss which 

13| results from incorrect grading of any lot of grain. The 
14|| company itself, carries the risk of the grain going out 
15) of condition through heating, etc., and insures it at its 
16 own expense, against fire. 


17 The initial payment to producers from the 


18 Wheat Board is advanced by companies - Line and Co-op - 
731 on behalf of the Board, and the financing is done on the 
20 security of the grain they hold in store. 

21 (bo) Other Grains 

22 | In the case of rye, flax, rapeseed, etc. 

23! (except in the case of pooled rapeseed, which was dealt 


24| with in the main submission), the price a company obtains 


25 in selling a lot of grain for future delivery in the 
26|| market reflects the length of time the company will have 
27 to store that grain prior to delivery. Thus, grain sold 


28 for delivery at a date six months" distant would command 


29} @ higher price than grain sold for immediate delivery, in 


30 a situation where supply remained, or was expected to 
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remain, stable. In the event that a grain was in snort 
supply at the time of sale but the shortage was expected 
to disappear prior to the date of delivery, the future 
price might actually be lower than the orice for a spot 
sale. I such a situation a handling company - Line or 
Co-op - would earn no revenue from storing the grain and 
indeed would obviously try to olace it in a marketable 
position as soon as possible. Here also the responsi- 
bility for maintaining the grade of the grain rests with 
the handling company. 


Terminal Operations 


(a) Wheat, Oats and Barley 


Most of the companies operating country eleva- 
tors also own or control terminal elevators at the Lake- 
head and Vancouver or both, and all companies consign 


the grain purchased in their country elevators to the 


terminal or terminals with which they are associated. At 


the terminal the wheat, oats and barley bought and held 
for the Board is unloaded and Warehouse Receipts are 
issued to the Boafd. The latter document represents 
title to the grain and the Board completes a sale of 


srain by delivery of a Warehouse Receipt or a Lake 


Shippers' transfer (the Lake Shippers’ Clearance Associa- 


tion is an organization run for the joint benefit of 


shippers and purchasers of grain and acts as a depository 


and clearing house of Warehouse Receipts), covering the 
appropriate quantity and grade of grain to the buyer. 
The buyer then is entitled to take delivery of the grain 
from the terminal on payment of the tariffs set for ail 


companies - Line and Co-op - by the Board of Grain 
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accept Canadian certificates of grade with- / 

out question. | 

The Canadian Wheat Board's function is that of 
a pooling and sales agency. 
2. Statistics concerning the operations of the "line" | 
| 


companies comparable to those given for the “pool” 


companies. 


The statistics available to us are contained 


in our Brief. ‘ y 


3. Specific examples of cases where business has teen 
lost to the co-operative companies, and the reason 


for that loss of business. 


H 
NTN ee pn Sysco 


In the grain industry, business is lost as and 
when grain deliveries by individual producers are diver- 


ted. Loss of business by the Line Companies to the Co-ops | 
outlined in our Brief. 


4, The effect, if any, which the implementation of your 
recommendations would have on the operating methods 
of the co-operative companies. 


t 

| 

| 

represents a steady erosion, the reasons for which are 
The Co-operative Companies have demonstrated 


that they are successful operating companies and managed 


by capable executives, therefore we cannot see that the 


30 implementation of our recommendations would affect them 


ny more than the incidence of existing heavy taxation 
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Commissioners. These charges consist of a per oushel 
elevation charge for receiving the grain, cleaning it, 
elevating it, storing it for five days and insuring it 
against fire and explosion, and storage charges based on 
a rate of a fraction of a cent per bushel per day. 
(0) Other Grains 

At tneir terminals, all companies perform 
exactly the same service in respect of these grains as 
they do for the Wheat Board grains. 
(c) All Grains 

As will be seen, the volume of grain passing 
through a terminal and hence the level of a Line or 
Co-op company's earnings therefrom, is governed by the 
volume of grain a comoany handles through its country 
elevators. 
The Board of Grain Commissioners and The Canadian Wheat 


Board 


In the above brief summary, mention has been 
made of the Board of Grain Commissioners. Some doubt a 
arises in the minds of the public as to the distinction 
between the role af this body and that of The Canadian 
Wheat Board. The former 
(a) carries out a regulatory function in the 
grain industry akin to that performed by 
Board of Transport Commissioners for the 
railway industry, and 
(b) provides a grading service under a system 
of government-controlled grades based upon 
strictly detailed specifications which is 


the reason all buyers, domestic and foreign, 
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ij affects us. 


315. Would you be willing to say that the alleged superior 


4 competitive position of the "pool" companies would be 
| 

5| removed if dividends of all corporations were per- 

6) mitted as deductions from corporate taxable income? 

7 

8 While our Members would no doubt be happy to 


Qilescape corporate taxation, we feel that under conditions 
10 as they exist any such solution would be subject to 
141| criticism as short sighted and not in the best interests 


wWIhof the country as a whole. 


14,0. Is it possible to give meaningful comparisons between 


15] the Line companies and the "pools" of the relative 
16 importance of retained earnings in the two types of 
17 organizations? 

18) 

Ft Retained earnings, irrespective of the nature™ 


20\0f the corporation - that is whether private enterprise 
Ml of co-operative enterprise - are the same andsused for 
221 the same purpose. 

23 Yours very truly, 


Cecil Lamont 
25 | President 
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1 ROYAL COMMISSION ON TAXATION AUG. 8 1963 
ee EAA LON 
2) Brief on ... TAXATION OF BUSINESS 
a OD, 


3] Inequalities in the taxation of Incorporations. as compared 
aa. ee eee COMDAREE 


4|to Partnerships and/or Proprietorships. 
a "at asters! ind 
5) Taxation in the application of capital to business 
i sen SY US ESS 
6! An inequality in the tax considerations, to the 


| application of capital to business results from the pre- 


~wy 


8} sent corporation tax laws. Particularly in the field of 

9) smaller businesses, the operation of a busines3 as a pro- 
10) Drietorship, or as a partnership gets no tax consideration 
11} 0n the investment of capital in the business. In distinc- 
12| tion to this the business conducted as a company, receives 
13] 2 preferential tax rate of 21% on the first $35,000.00 
14||/net earnings per year. 

15 To illustrate ... Three businesses each engaged 
16) in the same occupation and each earning the same gross 


17] and net income for the owner: 


18 Net Income Tax 
$90 RW PYODP IME OrSAt Do oon bos kn ens $50,000.00 $21,000.00 


(total net income taxes in hands of proprietor) 


B. Partnership ..(1 Partner).. $50,000.00 $21,000.00 
1 (2 Partners) $50,000.00 $17,140.00 
($8,570 x 2) 


22! 
|C. Incorporation ............. $50,000.00 $11,420.00 
23 (1 shareholder $15,000.00 4,070.00) 
(Company $35,000.00 7,350.00) 
24 
From the same business, conducted by the same 
25 


people and earning the same net income. The business 
which is incorporated has a tax advantage in the applica- 
tion of investment capital to its affairs of $9,580.00 in 
this one year. When one multiplies this over several 


years operation, the hardship on the unincorporated busi- 


30 
ness is apparent. Since the principle of double taxation 
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Hewtcaies this inequality on income distributed as dividends! 
2| the area for concern and remedy, is in the corporation 
3] income which is reinvested in plant and equipment, or 
4 subsidiary investments. In this area of finance, the 

5| partners! ip and the proprietorship are at distinct dis- 
6 advantages. Since the tax relief is for consideration of | 
7 capital invested by the business, it would seem that con- | 


8] sideration should be given to non incorporated business 


9] as well as incorporated. 

10 When one further considers that there are certati 
11/ classes of business which the Minister has steadfastly 

121 refused to recognize as having any right to incorporating, 
13] the injustice becomes the more glaring.... 

id If one considers the question of capital invest- 
15| ment in the above example, assuming the individual in 


16) each case is drawing for personal use, $11,000.00 (tax 


17| paid) and further assuming that the capital investment 


18{| in plant and equipment for the Business ig $100,000.00 ... 


Less $21,000.00 Tax 
Less $11,000.00 Personal 


19] A. Proprietorship $50,000.00 


| 
| 
| 
| 
| 
| 
| 


Use 
| $32,000.00 
21} (Leaving $18,000.00 for capital investment) 
| 
22| B. Partnership $50,000.00 Less $21,000.00 Tax __ 
(1 partner) ; Less $11,000.00 Personal 
23} Use 
$32,000.00 
24) {Leaving $18,600.00 for capital investment) 
25 2 oartner $50,000.00 Less $17,140.00 Tax 
Less $22,000.00 Personal 
26 Use 
$39, 140.00 
27) (Leaving $10,860.00 for capital investment) 


28)C. Incorporation $50,000.00 Less $4,070.00 Indiv. Tax 
$7,350.00 Company Tax 
29 Less _ : 
$11,420.00 Total Tax 
30 Less 11,000.00 Personal 
$22,420.00 Use 
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C. Incorporation - (cont'd) 


(Leaving $27,580.00 for capital investment) 


Applying these figures to the total business 
investment of $100,000.00 the time required for the 
business to earn the necessary tax paid capital to pay 


this amount (excluding interest costs) would be .... 


A. Proprietorship 100,000 .00° 
: 18,000.00 (Approx. 5.5 years) 


B. Partnership (1) cess 
15,000.00 (Approx. 5.5 years) 


(2) 100,000.00 
10,860.00 (Approx. 9 years) 


C. Incorporation 100,000.00 
: 27 » 500.00 (Approx. 3.6 years) 


The injustice of this discrepancy could be 
remedied in one of several ways. 
1...Removal of Corporation Tax Laws, with a substitution 
of a capital investment tax relief to ae applicable to 
all business 
2...Continuation of the oresent Corporation Tax Laws, but 
with provisions for their extension in some fashion té 
business conducted as a proprietorship or a partnership 
3...Removal of <e restraints against the ayplication 
and use of corporations and corporation tax laws by the 
classes of business which at present are not allowed. 


L. ¢. Kindree B.A. MWD: Li. 
Squamish B.C. 
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TORONTO. ONTARIO eae 
Rather than attempt to cover all the topics 
included in the Commission's terms of 

reference I propose to confine myself to the 
area of fiscal policy and within this area to 

a few tahoe points. The first of these 
oneeeae budgetary policy and the form and 
presentation of the federal budget. 

In my view the federal budget should be 
presented in the context of a national budzet 
that would show for Canada as a whole a fore- 
cast or projection of expenditures in each 
final expenditure area and would compare these 
expenditures with an estimate of the output the 
economy is capable of producing at low levels 
of unemployment and with reasonable rates of 
economic growth. The deficit or surplus in the 
federal budget and the level of sovernment 
expenditure should then be planned in terms of 
of what would be needed to equalize expected 


expenditures and potential output, thus at least 


attempting to ensure that the economy will 


realize the output it is capable of achieving. 
Only in terms of such a framework is it possible 
to make an informed appraisal of the sovernment's 
budgetary proposals. 

This does not imply that the sovernment should 
rely on fiscal policy alone to achieve its 

policy goals. For within a national budgetary 
presentation it is possible to indicate the 


degree to which the government proposes to rely 


pie 2, tert ‘tein | 
f eh fi bay 
. ihm bine ctv, ah, ey) 


eae 


a ty ceeds oe hy | » PRA, 


Toit le Wel! "Seb BAA Rene eon ny 
a HN es a 4 tf , / 
ne Fcbiiaes Heirloom eh Dreher, wp ee st Ae 
yin » ) 
r 


WA ile ada bigne rrcai sipbecwh eS rine Vena ” get 
Si andl ; 

Pt) ee ‘nimi: see mp.” Bee ee Sw Dn ; fe ae 

mye Hef ‘ . TAA 

ult ba Welds /MCaieey, tym Soden Lignan T6 Level wet ia inane 

’ ‘ Ee 


om Cavan ee TT Cem Te Se ee 


af’ 
a | TT) ai 


oe on santworred HAD, eter Hhombenwaed. Coupee thd” i 
i ‘ii 
i [eves poate * Seid mutha: bas iqeo whee Be 


ip x 


| 
ay a eripnceroveg: OHS AOL athe (ean REASON A | 
yrs i ‘ott duotity suki Larteetsdaw mer ong ; 
a A nina add, CISAMD Tayler equal to s | | 
i ele Sh Ped: siren ta Sqm fone, neg Ce ne 
« pene: od as Shel savant, 4... see r RS tpurous ws 
es \ o Saatelosk te Jeval tatd © ainede 6° ee 
1 | RAiragoud Lmctal ti ole. el wogeers eee ; ww : 
hes 


; ry ttteb MUS ita tris. opted. wes) eae Seer 


ys aa bina: tooy, ath Yarcia? bene 


fi) si ey 
ok ee em oo. 


20 


30 


STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO =, 3 a 


on monetary, fiscal and other policy weapons 

to achieve these goals. The most widely 
accepted primary soals are, of course, a low 
level of unemployment, an adequate rate of 
economic growth and reasonable stability of 
prices. 

it is implicit in this approach that the 
Question of whether the government has a deficit 


or. a surplus as such is unimportant. The 


only be judged in terms of what is required 
vo Dbrins expected expenditures and potential 
oetput into balance. In some circumstances, 
a low level of unemployment may only be 
attainable if the government is prepared to 
Vunva Supe tatuLel  Yerwrenn. In other circum- 
cvances, a large surplus may be needed to 
reduce inflationary pressures or to minimize 
vne country's dependence on foreign borrowing. 
“nen private capital spending is at a high level 
Bat ra geo asueriy possible for brie? Vor ernihent to 
dlan for a substantial surplus without the 

risk of dampening significantly the growth of 
output and employment. But if business capital 
svending is weak, a large deficit may be needed 
to obtain a hish level of enploywient® 

Adherence to the national budgeting approach 
need not imply large and growinm deficits. 
Indeed, taking the post World War II period as 


2 whole the federal government failed as often 


ait ain 
ny aT 


a eto ee: aeniiaw’ bevcadnimhin | 


7 : neo Langa, te chine: we Laren a nn 
i is salen it . oi) wie 
me et Iecatoans atid Si att) set dll bs 
Nya isin pea ue 


yeti ta tasepienort rire aye! ine west tives 
Po ieemrsn neenersing’ 2 on. Peter hy owed vane r ce 


va Ht iis 7 ‘i , 
Mh Ht oor ibs ea pain we Oey ee pat’) 


wh ae ss ee ae int i yoy) ia i 


. tartans iain A thd EARS ty een suet, ety aa ia a 
. “Re thine Bares ea el” eae en’) biark oat Benes es | ‘ ; 
Sa oe mA | ye Ltt! rat ile Wa a tae 
Hie eto Lit Lib etd NG wee wlth Ne gts. ty 


UL cal tT yf 


Pianael iw ag ORL re ECU ew i pteengedely 


hy tit 


= 


ida alia mote id ae yA tent we Heat itpeee ey nett 
h nh ; li 
Bi 


A tsa ‘iting tt wat an ike ell al et ee. © 


~ 
= 


| ermaencg wee nh ed Sant) betecte aay Goan 


a 


Poe Yepoud eet aetg et rot dens a’ Selena 
N ugeal ‘te skenpbt-bbi “piety aonal of een! Wrote bt i 
| { 


40 ii et 
tees Dee vol war seme tye Pall ta.) Lerten 
ab iy 
Dy Way 
i} 
mt Wie me Age hain ere are 


~¥ 
= 


li gE a 
SS== 


ws 


| 
nivactoe Ys wads welt rg ergy dsl eee pMero ee ; i 
oe, ‘it ee ah te ‘ 
ur i 
nil i Tennesse v2 wh? “mnlw ae: Cera Ne Pie | h, 


i 
tata 


ui roe mpenpce ‘eas LY Yan boa Oho tel Cenih. a j ; , 
oe Wy ATM} a 
tin te Devel 1otoages  a@ ap deus be ane 


party eee we Oe TL RRT Laie See 


ANGUS. 


STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO - 4 a 


to plan for a large encugh surplus as it did to 
plan for a large enough deficit. For example, 
in 1956, at a time when business capital 
spending amounted to more than 25 percent of 
gross national product, the Minister of Finance 
announced minor tax reductions and planned 

for a surplus of only $113 million. Yet at 
the time the budget was introduced the zovern- 
ment knew that its own forecast of capital 
spending indicated a 21 percent increase over 
the previous year, In the circumstances, 

the economy could easily have supported a 
surplus of $400 or $500 wr aien In contrast, 
by the first quarter of 1963, business capital 
spending had fallen to about 17.5 percent of 
Zross national product, little more than two- 
thirds of the size of the capital spending 
program that ide underway in 1956, yet we fina 
the government budgeting for higher taxes and 

a reduction in the size of the deficit. Mr. 
Gordon has stated that it is the present 
government's policy to plan for a budget that 
will come into balance under conditions OF Seu 
employment. But given the low level to which 
business capital spendins has now fallen, the 
economy may have very little chance of achieving 
full employment unless the government plans for 
a larger deficit. And until the economy sets 
back closer to a capacity level of output it 


may be difficult to obtain a higher level of 
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1 BO capital spending. Indeed, the best way of 

2 creating circumstances where a balanced budget 
3 or a moderate surplus would be appropriate may 
4 be to plan now for a much larger deficit. 

5 5. Not only is there a need in Canada for more 

6 emphasis on a national budgeting approach 

7 but there is also a need for zreater under- 

8 standing of the different ways in which the 

9 federal budget, itself, can be presented. ili 

10 would like to distinzuish here between three 

11 different budgetary concepts, namely, the 

12 resular administrative budget, the cash budset 
13 and the national income or national accounts 

14 brdset. Of these three the administrative 

15 budget which is rezularly presented to 

16 parliament is the iost incomplege. Jones waite 

17 excludes various borrowing and lending activities 
18 of the federal government and a number of 

19 extra-budgetary funds such as the old age = 
20 security fund and the unemployment insurance 

omy fund. “8 

22 | The cash budget difvers from the administrat- 
23 ive budget in that it includes various borrowing 
24| and lending activities of the federal sovernment 
25 such as advances to the Central Mortzage and 

26 Housing Corporation and funds arising one of 

27 the purchase or sale of foreign exchanze. The 
28 national accounts budget differs from the 

29 administrative budzet in that it consolidates 

30 ints a single budget various extra-budgetary 
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1 6. accounts which affect the flow of income. ae 

2 exeanees the purchase and sale of existing 

3 assets and it presents tax receipts on an 

4 accrual rather than a payments basis. The 

5 - cash budget is the most useful tool if one is 

6 interested in evaluating the impact of the 

7 government's activities on the capital market. 

8 The national accounts budget is generally 

9 acknowledszed to be the most accurate method 

10 of judging the impact of the sovernment's 

11 operations on the level of income and employment. 
12 (ce In my view, the Minister of Finance should 

13 present to parliament and discuss in some 

14 detail each of these budgetary approaches. 

151 Unless this is done it will be very difficult 

16 for the House to make an accurate evaluation of 
17 the probable impact of the government's budget. 
18 As things stand now, even the Minister of 

19 Finance may not clearly understand gust how 

20 his budget is likely to affect the economy. 

21 8, Let me illustrate. In the recent budget debate 
929, the Minister of Finance estimated that the 

23 deficit for the coming fiscal year wovld amount 
24 to $720 million if there were no tax increases 
5 and reported a deficit for the year just completed 
26 of $799 million. Yet as of the first quarter 
27 of this year the Dominion Bureau of Statasttes 
28 has reported that the national accounts deficit 
29 of the federal government was running at an 

30 annual rate of only $164 million after seasonal 
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1 ‘Sie adjustment. As far as I know the national 

2 accounts budget was not even discussed during 

3 the recent debate. It is clear that. if Mr. 

4 Gordon were to carry through his proposal to 

5 raise an additional $300 to $400 million per 

6 year the national accounts budget would show 

7 a substantial surplus. And this would exert 

8 a substantial deflationary effect. 

9 om It is also my view that an annual budget is 

10 mich too erude a measure to accurately portray 
11 what is taking place in the economy as a whole. 
12 For within a vear conflicting trends may occur 
13 and these will be averaged out in an annual 

14 total. A much more accurate picture of what is 
15 happening will be obtained if budgetary data 

16 are presented on a quarterly basis after adjust- 
17 ment for normal seasonal changes. For example, 
18 in the two year period beginning with the 

19 second quarter of 1958, a period of cyclical 

20 expansion, the federal budget, on a national 

21 accounts Hasas ; moved from a deficit position 

22 of $944 million in the second quarter of 1958 

23 to a surplus of $104 million in the second 

24 | quarter of 1969. Yet the regular budget only 
25 showed a change from a deficit of $609 million 
26 in the fiscal year 1958-59 to a deficit of 

27 $413 million for the fiscal year 1959-60. It 
28 is clear that the sharp decline in size of the 
29 federal deficit was a major factor in bringing 
30 the expansion of this period to an end. Indeed, 
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the increase in federal revenues between the 
2nd quarter of 1958 and the 2nd quarter of 1960 
was $1,460 million (again using seasonally 
adjusted data at annual rates) or just about 
qe half of the increase in the entire gross 
national product during this period. The 
regular annual budget presentation gave no 
inkling of what was happening during this 
period. Thus, it was possible for the federal 
budget to be showing a small surplus at a time 
when some 7. percent of the labour force were 
unemployed without anyone in the government 
being clearly aware of what was happening. 
Accordingly, I would recommend that in present- 


ing its annual budget the government not only pres 


ent it in fhe per eecbhes a national budgetary 
approach and show the relation between the 
regular administrative budget, the cash budget 
and the national accounts budget, but that this 
entire presentation should be made in terms of 
quarterly totals (at seasonally adjusted annual 
rates) with a projection for the four succeeding 
quarters. It would also be highly useful if 
the government reviewed and revised these 
estimates every three months. It may well be 
that the annual budgetary approach is now 
obsolete. The impact of the federal zovern- 
ment revenues and expenditures are now so 


comprehensive and far reaching that a regular 


quarterly budget review may be called for. 
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The second major point I should like to discu-= | 
is the relation between the surplus or deficit 
in the consolidated accounts of all governments 
and Canada's dependence on foreign capital funds 
to finanee her investment program. The 
importance of this relationship is underlined 
by data presented in the following table. 
Net Foreisn Investment, Government Savings 
(or Dissaving) and Private Savings of 


Canadians in Relation to Net Business Capital 
Formation, Canada, 1947 to 1962. 


Net Net Net Gov't Private 
Business Foreign Canadian Savings Canadian 
Capital Investment Savings or Savings 
Formation Dissavinzgs 

1 2 3 4 
Percent of National Income 
V3.1 1.4 Re a 4.3 7.4 
Beane: En FES a Cue 
9.9 526 4.3 -2.8 oe 
LOE 308 SS -2.5 8.8 


Net foreign investment includes undistributed 


Fa) 


profits of corporations in Canada which accrue 


to foreign owners. In making these estimates 
the residual error was allocated proportionately 
to the various components of the source and 
disposition of national savings. No allowance 
is made for government capital expenditures. 
However, this would not change the picture 
presented. No data are available for net 
capital spending by #overnments. Their gross 


fixed capital spending increased in the 


following manner as a percent of national income: 
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1947-52, 4.6%; 1953-57, 5.3%; 1958-61, 5.7%! 
and 1961, 5.8%. See National Accounts: 
Income and Expenditure, 1926 to 1956, 1955 to 
1961 and Fourth Quarter, 1962. 

Examination of the data in this table shows that 


in the early part of the postwar period Canada 


financed almost all of her capital expenditures 
out of her own resources. Foreizn funds Gate toate 
only ten percent of the funds required to finance 
the net capital expenditures of this period. in 
contrast, in the period 1958 to 1951, more than 
haif of all the funds, some 56 percent, were 
provided by foreign sources. It is also clear 
that the major difference between these two periods 
is that in the earlier period our sovernments 
on balance ran substantial surpluses and these 
government savings added to private savings gave 
a comparately high rate of savinz for Canada as 
a whole. In contrast, in the late’ 'part of the 
postwar period from 1958 to 1961, our zovernements 
incurred substantial deficits or in effect 

issaved thus reducing the overall rate of 
Canadian saving very Sauetant aire In their 
private capacity the rate of Saving of Canadians 
changed very little over the postwar period. But 
cue to the shift from large savings (surpluses) 
to substantial dissavings (deficits) on the part 
of our governments the overall rate of Canadian 

vings fell from some 11.7 percent of national 


in the period 1947 to 1952 to amere aS 
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1 12. percent in the period 1958 to 1961. Moreover, 
2 ziven the much lower level of capital spending 
3 in effect in the later period, 9.9 per cent as 
4 compared with 13.1 percent of national income 
5 (see column 1), it would have required only modest 
6 sovernement surpluses to have financed Canada's 
7 entire canvital spending program in this period. 
8 12, 4 consider the relationships outlined above of 
9 une vimost importance. For it is clear that if 
10 Canadians had been prepared to continue to 
11 Support a budzetary policy that provided 
12 substantial government surpluses throughout the 
13 postwar period Canada could have financed her 
14 entire postwar capital spending program or a 
15 very major part of it out of her own resources. 
16 And this would hav added very substantially 
17) to une level of real income enjoyed by Canadians. 
18 For as tne sovernment surpluses were used to 
19) reduce outstanding debt the previous owners of 
20 | this debt would have been able to acquire the 
21 | new securities issued to finance the capitat® 
22) spendins program. Thus, many of the new capital 
23 | assets now owned by foreizn investors would have 
24 | been owned by Canadians and the flow of interest 
25 and dividends that now goes to foreign residents 
26 and accentuates our balance of payments problem 
27 would have been received by Canadians instead. 
28 14, There exists in Canada, in my view, much too 
29 sreat a willingness to assume that foreign 
30 borrowing is needed and desirable. During the 
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14. three decades prior to 1950 Canada's net 


15. 


foreign borrowing was on balance very small or 
non-existent. For example, between 1926 and 
1949 our net foreign indebtedness declined from 
$5.1 nation to $3.8 billion. It is only since 
that he that there has been a sustained and 
rapid increase with the result that our net 
foreign indebtedness is now approaching $20 
billion. Most of all of this rise in foreign 
indebtedness could have been avoided if a 
different set of economic policies had been 
followed and this result could have been secured 
without any adverse effects on the rate of zrowth 
of Canadian output. Indeed, this rate of zrowth 
might well have been appreciably higher than it 
was. 

An apparent paradox exists here. I have argued 
that a government surplus is needed to increase 
the rate of savings and thus reduce our dependence 
on foreign capital. But I have also argued that 
under current circumstances Canada may need a 
larger deficit in order to attain a higher level 
of employment. The paradox is apparent only. 

In 1962, Canada had a balance of payments deficit 
in her current account of $848 million. Yet, 

as the data in the above table indicate,in 1962 
net business capital formation was only 10.7 
percent of our national income. Thus it is clear 
that with the high rate of private savings in 


1962 a very modest government surplus would have 
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1 15. been sufficient to finance the entire capital 

2 spending program. Moreover, if we could have 

‘3 senerated a higher level of income within the 

4 country the increased savings that could have been 
5 made out of this higher income might have made 

6 any surplus unnecessary. 

7 16. The paradox arises because once a balance of 

8 payments deficit becomes firmly established, and 
9 Canada has had a large deficit in each of the 

10 last 7 years, it takes time to eliminate it. 

11 it is necessary to increase the flow of exports 

12 and reduce the volume of imports. A lower or 

13 depreciated exchange rate is the appropriate 

14 device for securing this adjustment in the flow 

15 of exports and imports. As this adjustment takes 
16 place there will be an increase in the volume of 
17 spending on eae soods and services and this 
18 will raise the level of income and employment . 


19 17. But all of this takes time. And the present exchang, 


20) rate may or may not prove low enough to effect 
21| the required adjustment. In the meantime, it is 
22 not inappropriate to pursue a vigorous policy of 
23 deficit financing in order to raise the level 


of income in Canada. The only danger inherent 


in such a policy is that, having secured a 


closer approach to low levels of unemployment, we 
may be content to accept a sisnificant balance 
of payments deficit when we should be attempting 
to reduce it and thus finance a larger share of 


our capital expenditures out of our own resources. 
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Unfortunately the general rise in government ex- 
penditures since the early postwar period now 
make it necessary to impose a much larger 

burden than was true just after the war in order 
to achieve a government surplus. This is evident 
from the following data: 


Government Government Surplus or 
Revenues Expenditures Deficit 


Percent of National income 


1947-52 34.4 30.1 4.3 
1953-57 Soiek Soe aif 
1958-61 37.6 4o.4 -2.8 
1962 39.8 "8243 ~2.5 


Source: National Accounts: Income and Expenditure, 


Dominion Bureau of Statistics. 
Thus to achieve a surplus in relation to national 
income of the size that was recorded in the 
period 1947-52 it would have been necessary as 
of 1962 to raise tax and Sees revenues equal to 
46.6 percent of the national income. Yet in the 
earlier period. this surplus was achieved with 
sovernment revenues that were only 34.4 percent 
of the national income. If government expenditure 
levels continue to increase it may be all but 
impossible to raise tax levels to a point where 
the sovernment again achieves a surplus. cf 


this proves to be the case Canadians will have to 
forego the opportunity that has been open to them 
in the past of reducing their dependence on 
foreign funds by means of government savings in 


the form of a surplus. 
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TORONTO, ONTARIO - 15 - 
1 19, There are, of course, no clear and precise limits 
2 to the extent to which sovernment tax and other 
3 revenves can increase in relation to national 
4 income. Colin Clark once argued that when 
5 sovernment revenues exceeded 25 percent of the 
6 national income inflation wovld set in, but This 
7 level has lons since been surpassed in many 
8 countries and Clark's rule has been all but 
9 forzocten. The ratio of sovernment revenues 
10 to national income in Canada is still below the 
11 level that has been reached in a number of other 
12 countries, Nevertheless, as the seneral tax 
13 level rises it becomes increasingly difficult 
14 to achieve still further increases. This 
15 underlines the need for care in the further 
16 extension of expend! ture programs and. suszests that 
17 there may be need t.r a thoroush re-examination of 
18 existin® programs. 
19 2), If the inerease in sovernment expenditures overs 
20 the vast three decades is examined it soon becomes 
21) apvarent that a major part of the increase is due 
D2 to a few main expenditure programs. his ks: 
23 | evident from the data siven in the following 
24 l taore:.: 
25 
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1 Government Expenditures, Canada, Selected Years, 
1926 to 1961 
2 
3 1926-29 1947-49 1961 
(Percent of Gross National Product) 

4 
5] Exvenditures, Total LSes 2en 0 ee. 3 
6 Defence 33 16 4 
7 Other federal soods and 2.1 Bae Seals 

services 
8 
9 Provincial soods and 

services 129 Sieflk Len 
10 
11 funicipal goods and 

services 5.4 4.3 eas 
12 
13| Transfers: 4 major 

prozrams* 0.0 QS 6.1 


15 *Family Allowances, Old Age Pensions, Unemployment 
Insurance and Hospitalization. 


16 

17 Thus these data show that about one-third of the 
18 increase in sovernment expenditures since the late 
19 1920's has been due to four major prosrams in the 
20 health and welfare area. Another one-fourth is 

21 due to the sreatly expanded size of our defence 

22 program. Still another one-fourth reflects 

23 increased expenditures on soods and services at 

24 the municipal and provincial level. 


25 21. The importance of health and welfare expenditures 


26 in explaining seneral increase in sovernment 

27 expenditures taken tomether with the fact that 

28 further increases in this area now appear to be in 
29 Sisht would suggest that it may be time for a 


30 thorough and comprehensive re-examination of the 
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1 21. entire health and welfare field to see if the 


2 important welfare objectives desired by the 

3 Canadian people can be attained without a 

4 further increase in the general level of taxes 

5 and other government revenues. As things stand 

6 now there is a serious risk that any further 

7 rise in these expenditures may effectively be 

8 financed by borrowing from other countries. This 
9 will occur if the general rise in expenditures 

10 make it impossible for Canada to achieve the 

11 sovernment surpluses needed to finance our entire 
12 capital spending program out of our own resources. 
13 For the alternative to the increased welfare 

14 expenditures covld be a government surplus which 
15 would reduce our dependence on foreign capital. 

16 Would parliament s readily approve a further 

17| ancrease in old age pensions if they knew that 

18 they were really being financed by borrowins 

19 from the United States? I doubt it. Instead 
20 of running, to Vashington when Kennedy announced 

21 his proposed tax on new issues of foreign 

22 securities, our government should have seized this 
23 opportunity to announce that they were determined 
24 to make Canada more independent of foreign capital. 
25 In the long rvn all Canadians would benefit from 
26 such a move. The Canadian infant has ee up. 
27 it is time it was weaned and gave up its diet of 
28 foreign capital. 

29 
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ROYAL COMMISSION ON TAXATION 
Presented By 


THE RETAIL iiERCHANTS' ASSOCIATION OF CANADA 


(ANITOBA) INC. 
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My name is Harvey A. Carmichael. I am a small businessman 
residing in Portage la Prairie where I operate an Independent 
Retail hien‘s Wear Store. It is my honour to apoear before 
ee today as the President of the Retail Mierchants' Assoc- 
iation of Canada (Manitoba) Inc. I am accompanied by Mr. hi. 
M. Wocks the Provincial General Manager of our Association. 
The orief we are presenting today is the result of studies we 
have undertaken into the serious matter of inequitable tax- 
ation and the opinions we express are those of a large cross- 


section of Retailers throughout this province. 


Weither Mr. Wocks nor myself lay claim to expert knowledge 

in the field of taxation - we are ordinary businessmen pre- 
senting a case for equal taxation and fair competition. As 
businessmen we are speaking for a large number of people 

who have, for many years, borne the brunt of unfair competition 


from co-operatives. 


This brief has received the approval of our Board of Directors 
and we have been assisted in its preparation by our National 

Office Co-ordinating Comnittee on Taxation. We will endeavour 
to answer your questions to the best of our ability, although 


it may be necessary to refer some items to our Dominion Assoc- 
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jation for reply. 


It will be observed that our submission does not challenge 
the rijht of the Co-operative juovement to an integral part 
in our business and commerical life but we are vitally con- 
cerned with its comparative freedom from taxation when 
competing directly with other pusinesses engaged in the mar- 
keting of the same or similar products and which are sub- 


jected to severe taxation. 


It is difficult to conceive wherein lies the equity of one 
business being called upon to bear its share of the National 
Tax burden while a direct competitor is not called upon to 
assume any similar responsibility and while at the same time 
one and all receive from the government the same identical 


benefits of oublic service and public security. 


a 


The tax favoured treatment of co-operatives cannot be satis- 
factorily justified by the claim they are a different form 

of business and that the function of co-operatives is commonly 
misunderstood by ordinary businessmen. Nor can it be istenbed 
by the statement that co-operatives supplement “private” 


enterprise when it fails to perform adequately’ by itself. 


These contentions are invalid. There can be no misunderstand- 
ing among ordinary businessmen about the fierce competition 

of tax-favoured co-operatives. It is conceded that co- 
operatives earn profits which they choose to call “savings". 
They distribute these profits in the form of allocation of 

tax deductibe patronage dividends: the recipients of these 
patronage dividends are the members of the co-operative and 
the members of the co-overative are also its shareholders. 


These patronage dividends are described by co-operatives as 
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“Price Adjustments” or returns of “Overcharges” to members. 


Our submission deals specifically with the “Price Adjustment” 
theory and concludes, as recent economic studies have con- 
cluded, that patronage dividends are not substantially akin 

or even similar te bona fide price adjustments; to the contrary, 
they are earnings of co-operatives distributed as profit to 
members in much the same manner as earnings of a shareholder 
company distributed as profit, after payment of Income Tax, to 


the company's shareholders. 


There is one aspect of this co-operative taxation controversy 
that should receive the careful consideration of the Commission. 
Gemership of countless business concerns in Canada, including 
those in the distributive industries, is distributed among 
scores of thousands of individual Canadian citizens, by way of 
investments, employee pension funds and retirement savings 
plans. All of these people have invested their savings in these 
businesses in the firm conviction that they could meet their 
competitors on a fair and even footing. Extremely high tax- 
ation is being borne without protest as a responsiblity of 
citizenship in bearing a share of the cost of government and 
providing an ever-increasing range of social benefits. None of 
these citizens have ever, at any time, contemplated that it 
would be possible for them or for anyone else to carry on a 
business and then at the end of the year instead of paying half 
the profit in Income Tax, simply split the amount of the tax 
among themselves, call it "savings" and be all tax free. This 
is exactly the situation permitted by our Income Tax Laws, 

in the case of Consumer Co-operatives whose patronaye dividends 


are untaxable in the hands of member recipients. The taken 
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amount of tax normally paid by the Consumer Co-operative is 


the only tax paid on its earnings. 


We do not dispute the role of co-operatives in the economic 
organization of our society but we do believe that they 
should maintain their position through efficiency and not 
through a tax subsidy. If co-operatives must have tax sub- 
sidies to exist, then they must be a less efficient method 

of production and distribution than their counterpart, the 
ordinary fully-taxed corporation. Furthermore we think it 

is wrong for the government to aid any business or industry 
by granting a tax concession to only that part which happens 
to be constituted in a certain manner and conducts its affairs 


according to a certain plan. 


In seeking equality in the taxation of co-operatives and the 
removal of competitive inequities we are convinced that co- 
operatives are no longer in need (if ever there were a need) 
of their special tax privileges to exist and flourish. They 
can prosper with equal taxation at least to the same extent 


as their fully-taxed business competitors. 


On the question of Federal and Provincial sales Taxes we 
would inform the Commission that these subjects are presently 
the tonics of study and investi ation by our Jominion Assoc- 
jation. It would therefore be premature for us to attempt 

a jeneral discussion on sales tax at this time. However, 

we have no hesitation in presentin. you with a brief outline 


of our provincial association policy. 


Federal Sales Tax. 


ye are not in favour of proposals which have been put forward 
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for changing the base to the level at which retailers purchase. 
This would, of course, involve the Wholesaling Industry in 
licensing and multiply tremendously the number of businesses 
required to collect and account for the tax to the federal 
government. ‘Ye can foresee numerous problems and the pros- 
pect of inequities arising out of the variable levels at 

which retailers buy (Manufacturer, Distributor, Wholesaler) 
and the price at which they buy having regard fer quantity 


and terms. 


On the basis of present information we would not support the 
proposition to move the base of the federal sales tax to the 


Retail level thereby making retailers accountable for the tax. 


Wle are aware of the speculation in some places that a Retail 
Sales Tax in Manitoba may ultimately become necessary. As 

a matter of policy we are opnosed to such a tax until such 

time as it is completely unavoidable. Retailers dislixe this 
form of taxation which requires them to become the tax collect- 
ing agents of the provincial treasury. Considerable expense 
attaches to the Retailer with this form of taxation as he 

must compute the tax on each taxable transaction, collect s8 e 
and install new accounting procedures and sometimes addition- 


al staff to account for the tax to the government. 


In any event, faced with the prospect of a Provincial Retail 
Sales Tax in Manitoba the Association would take the position 
that the rate of tax should be lew, not more than 2%, to avoid 
the otherwise sharp increase in prices. We would advocate 
that the tax be based on the sale of all commodities with no 


exemptions and that the tax extend to the rapidly growing ser- 
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vice industry. 


In this way our recommendation for a minimum rate of sales 
tax could be achieved and the jovernments’ revenue object- 


ives accomplished. 


Indirect Sales Tax 


It would require a constitutional amendment for the prov- 
inces to invade the field of Indirect Taxation. We are 
firmly opposed to hidden taxation especially when it has 
the effect of increasing consumer prices. We believe that 
such a tax would not, in fact, become hidden without 
drastic lejislation which would be fundamentally undesir- 


able and would create a storm of protest if proposed. 


We in the retail industry would be severely critical of an 
Indirect Retail Sales Tay which is often termed a “Turnover” 
Tax. In reality such a sales tax is imposed, technically, 
upon the vendor of yoods and is essentially a lewy on the 
retailer for the privilege of doing business at eeinitbs’ 
Under this system the amount of tax liability would be 
measured by the sales, or gross receipts from sales, of 
taxable goods during the period. Such a system, therefore, 
places the leyal incidence of the tax on the shoulders of 
the retailer, whereas under the direct form of Retail Sales 
Tax the incidence is on the surchaser and the retailer is 
simply the tax collecting ajyent for the province. Finally 
we consider hidden taxes at the retail sales level as 


undesirable. 


All of which is respectfully submitted. 


RETAIL MERCHA:ITS ASSOCIATION OF CANADA 
(iiANITOBA) INC. 


AUGUST 29th, 1963. HARVEY A. CAXMICHAEL, PRESIDENT 
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SUBMISSION 
to the 
ROYAL COMMISSION ON TAXATION 
Presented by 


THE RETAIL MERCHANTS ASSOCIATION CF CANADA 
k 


SECTION I 


As _ INTRODUCTION 


May we first of all express our appreciation to the Commis- 
sion for this opportunity to appear and to state our views 
on those aspects of Canadian Tax Legislation which are of 


most concern to the Retailers of this Province. 


We fully recognize the magnitude of the task you have on hand, 
the countless ramifications of the subject of your inquiry and 
the importance of your findings to all taxpayers and to the 
economy of our nation. This brief is therefore presented in 
the hope that it will be of assistance in your deliberations 
and that the recommendations proposed will be embodied in the 


context of your findings. 


THE RETAIL MERCHANTS ASSOCIATION OF CANADA 
N ul 


It is our honour to present this submission on behalf of the 
Retail Merchants Association of Canada (Manitoba) Inc. which 
is a voluntary, non-profit organization, incorporated under 
the laws of this Province, with offices located in the City 
of Winnipeg. Our Association received its Charter from the 
Dominion Association in 1913 and has conducted its affairs 
in this Province, on behalf of the Retail Industry, since 
that time. The aims and objects of the Manitoba Association 
are similar to those of the Dominion Association and its 


other Provincial affiliates. 
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To avoid repetition, may we tefer the Commission to the 
objectives of the Association as set forth in the Ontario 


submission of May 2lst, 1963. 


Membership is extended to retail merchants carrying on 
business in the province of Manitoba or a nominee of a 
corporation carrying on business in the province. Our 
representations are on behalf of some 3,000 retailers 

in all categories of retailing and representative of most 


provincial regions. 


Retailing in Manitoba has developed into one of the pro- 
vince's leading industries with sales reaching an all time 
high of more than $850 million in 1962. Sales are dis- 
tributed between three general classifications of ownership - 
the single-unit independent stores which continue to dominate 
the scene - retail ch: in stores and consumer co-operative 
stores. This latter group are the recipients of special 
income tax privileges which are the main factor in accounting 


for their recent surge of expansion and diversification into 


numerous lines of merchandising activity. 


The contribution of retailing to our provincial and national 
economy is of significant importance. The industry provides 
employment for an impressive number of people and the jobs 

of many more (manufacturing, wholesaling, transportation, 

to mention a few) are dependent upon the success or failure 
of the retail effort in rural as well as urban centres. Most 


retailers are in the category of small business and it is the 


1. Dominion Bureau of Statistics - Vol. 34 - No. ll - 


"Retail Trade December 1962" 
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small businessman who has pioneered the development of 
this nation. It is the small businessman who, from a 
social and economic point of view, still occupies one of 
+he most important and essential roles in the business 


and community life of our nation. 


In many of our provinces the retail trade has been called 
upon to become the tax collecting arm of the Provincial 
Government for Retail Sales Taxes. Retailers are required 
to compute and collect the tax on every taxable transaction, 
install special accounting systems and equipment and remit 
the proceeds of the tax collected to the Provincial Treasury. 
All of this is done at considerable expense and inconven- 
ience to the retail merchant. Apart from this, the retail 
trade of this province, as in other provinces, constitutes 
an important source of revenue for tax dollars at the level 
of Municipal, Provincial and Federal Governments. Retailers 
have traditionally accepted their responsibility to strive 
for good government and share in the costs of running the 
country in proportion to their capacity to pay. They do 
expect, however, that the incidence of taxation is equally 
distributed among all taxpayers and that no special privi- 


leges be accorded to one group of competitors over another. 


B. FE 


This submission is concerned with the following specifi. 


Terms of Reference handed to the Commission:- 


a) The distribution of burdens among taxpayers 
resulting from existing rates, exemptions, 
reliefs and allowances provided in the per- 


sonal and corporation income taxes, estate 
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taxes and sales and excise taxes, taking 
into account also the jurisdiction and 


practices of the provinces and municipalities. 


Provisions in existing laws which may have 
given rise over the years to anomalies or 
inequities which may require action to close 
loopholes which permit the use of devices to 
avoid'fair taxation. 


igs 


As 


The changes that may be made to achieve 


‘ Pees ; 


greater clarity, simplicity and effectiveness 


in the tax laws or their administration. 


Cy STATEMENT OF POSITION 


9. In the matter of taxation, there are five basic consider- 


ations upon which there is common agreement :- 


Ue 


Government is required to administer 


the affairs of this country. 


2. Payment must be made for cost of Govern- 


3. 


ment administration and social services. 


Taxation, in one form or another, is the 
gnly logical way to pay for these services 
Until a better way (if such there be) can 


be found. 


Taxation should be based on the "Ability 


to Pay" 
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5. All individuals and businesses, whether 
single proprietorships, partnerships, com- 
panies or corporations, who wish to enjoy 

—the benefits of this country should be will- 


ing to pay their fair share of the tax load. 


This being the case, we wish now to consider taxation of 
businesses whether single proprietorships, partnerships, 


companies or ccrporations. 


To a constantly increasing degree, business in Canada is 
beiny divided into two highly competitive but widely dif- 


fering systems. 


The longer established system is privately owned businesses, 
under which inventive genius, capital and labour are insep- 


arably joined and in which the avowed motive is profit. 


The other system is government subsidized co-operative 


corporations who claim, at least, that no profit is desired 


or obtained. 


One major difference between the two systems is this: The 
first pays all taxes and bears the brunt of the national 
support. The second pays little or no Federal Income Tax 
and is therefore able to pyramid its yrowth by sovernment 


subsidy. 


Consequently, our taxation system fails to achieve equity 
betveen all taxpayers and it is the position of retailers 
that the tax-favoured status of co-operative businesses con- 
stitutes the most glaring and the most serious inequity in 


our tax legislation. All taxpayers have a large stake in an 
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equitable solution of the problem of determining the 
proper tax treatment of co-operative corporations. The 
wisdom of a taxing policy which confers upon a large seg- 
ment of Canadian business treatment which is preferential 
to their competitors is a matter of grave concern to such 
competitors. Even more important, a taxing policy that 
opens the door to the decimation of the Federal Income Tax 
by the co-opertization of more and more businesses and 


industries is a matter of deepest concern to all taxpayers. 


Vie therefore urge the Commission to carefully appraise the 
problems created by Sections 73 (New Co-operatives) and 75 
(Ordinary Trading Co-operatives) to which can be attributed 
the astonishing tax concessions of co-operative businesses. 
le respectfully request the Commission to initiate such 
steps as it may deem necessary to restore equity and protect 


the revenues. 
SECTION II. 


THE INCOME TAX STATUS O OP. Ss 


A, TAX EQUALITY DOES NOT IMPLY DISAPPROVAL 
OF CO-OPERATIVES 

In raising the subject of co-operative taxation and in 
seeking the redress of what we regard as an unfair sit- 
uation, it should be made clear that the Retail Merchants As- 
sociation is in no way attempting to conduct a vendetta 
against co-operative trading organizations as such. The 
businesses we represent are happy to take on any competition, 
co-operative or otherwise. All we ask is that the rules of 


taxation be the same for everyone. Although the first rule 
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of fair competition is that competitors must play the game 
under the same set of rules, co-operative businesses are 
playing under an entirely different set of rules. Income 

tax forgiveness provides an enormous advantage to co-operatives 


in a highly competitive economy. 


In presenting our case for equity in the taxation of co- 
operatives, it should also be clearly understood that we do 
not suggest that co-operatives are failing to observe the pro- 
visions of our taxing statutes. The fault lies in the Income 
Tax Act which is so framed that businesses carried on aS co= 
operatives can minimize their income tax payments to as little 
as one-tenth of the tax imposed on their ordinary business 


competitors, with similar profits. 


Co-operatives are Big Business now, with an annual sales volume 
of $1$ billion. Through their tax-free accumulations of capital 
and reserves, they are becoming Bigger Business. At the pre- 
sent rate of growth and with the perpetuation of discriminatory 
Income Tax Laws, it is likely that co-operative volume will 
reach astronomic figures in the not too distant future. Re- 
cent business forecasts of co-operative spokesmen yive sub= 


stance to this claim. 


Co-operatives compete with tax paying businesses; they enjoy 
all the benefits of orderly Government which are paid for by 
tax paying businesses -- they are not dependent upon their tax 
privileges to exist and prosper. Nor will taxation prevent 
Co-operatives from growing and expanding; they will merely be 
limited to a rate of yrowth and expansion more comparable to 


that of their business competitors. 
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There can be no sound or stable economy when the same kind 
of business is done under two entirely different systems 
and one system is accorded major tax concessions which are 


not available to the other. 


B. HISTORY OF CO-OPERATIVE INCOME 
AL ADV ANT A 


Contrary to the claims of co-operative leaders, the present 
important tax advantages were not deliberately granted to 
co-operatives by the Government. These advantages have 
arisen through the higher income tax rates brought into effect 
since the outbreak of the Second WWorld War. At the outbreak 
of \iorld War II, the corporation tax rate was 15%. Today, 


it ranges from 21% to 52%. 


Although income taxation legislaticn was inaugurated in this 
country in 1917, it was not until 1930 that specific pro- 
visions covering co-overatives of the true “agency” type was 
introduced. In the yeare that followed there was considerable 
doubt and confusion as to the principles of this Legislation 
and the effect of its application to co-operatives. In 1944, 
as the result of dissatisfaction among both business and in- 
dividual taxpayers, because co-operatives were not paying their 
fair share of the tax load, the hicDougall Royal Commission 

was formed and directed to investigate the matter of co- 


operative taxation. 


As a result of its hearings and studies, the recommendations 


of the McDougall Commission in 1946 were?- 


(i) that the law be amended "to provide for 
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the taxation of Co-operative associations 
and organizations on the same basis as 


other persons"; 


{44) that Co-operatives, ordinary joint stock 
companies and others be allowed to deduct 
amounts paid as patronage dividends pro- 
vided that they were paid in cash or its 


equivalent within six months; 


(441) that newly formed Co-operatives be granted 
a three-year tax exemption. 


Tax Legislation based on the Commission's recommendations 

was introduced in 1946 and with one important exception 

has remained in substantially unaltered form until the 
present day. The provisions introduced then, comprise 

most of Sections 73 and 75 of the Act as presently framed. 
The chief exception is Section 75(4)(f)(ii) which was intro- 
duced in 1948. This amendment extended the ..2aning of the 
word “payment" to embrace the “forced loan" method of dealing 
with patronage dividends. Schedule "A" is a reproduction 

of the Sections of the Income Tax Act relevant to the tax 


treatment of co-operatives. 


Three observations can be made from the findings of the 


McDougall Commission:- 


1. Co-operatives which had previously escaped 
the income tax were made subject to it. 
Their claim not to have income was met 


explicitly and totally rejected. 
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2. An attempt was made to meet the easily 
recognizable competitive inequalities between 
co-operatives and other businesses through 
the expedient of permitting the other bus- 
inesses to pay patronage dividends and to 
deduct them from taxable income under con- 
ditions comparable to those applicable to 


co-operatives. 


The effect of the first recommendation was to establish 
beyond doubt that co-operatives are trading corporations 
which earn taxable income and which therefore should be 
liable to income taxation; but the principle of the re- 
commendation has been virtually nullified by introducing 
into the Income Tax Act a series of escape hatches by means 
of which co-operatives can minimize the tax liability that 


would otherwise attac., to them. 


The second recomnendation was a clear recognition tiat the 
co-operative practice of distributing earnings as patronage 
dividends, and thereby avoiding taxation, created competitive 
ees: but the remedy which was recommended and sub- 
sequently written into the Act -- extension of similar pat- 
ronage dividend privileges to other businesses -- has failed 
in its objective to the detriment of fair competition and the 


National Revenue. 


The third recommendation, now Section 73(1) of the Income 

Tax Act providing a three-year tax exemption for new co- 
operatives is entirely contrary to any principle of equality. 
It constitutes an extreme and indefensible form of discrim- 


ination. 
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We cannot help but conclude that the approach in Canada 

to the problem of co-operative taxation has, thus far, 

been defective. The recommendations of the McDougall Com- 
mission have been found wanting in principle and have pro- 
duced unfortunate consequences after having been written into 


the Income Tax Act. At best, it can be said the Commission's 


_ Tecommendations and subsequent tax legislation was a temp- 


orary stop-gap solution, based upon studies during wartime, 
to reduce the degree of injustice and to reduce the erosion 
of the tax base. But the Second World War was ended some 
17 years ago and the peacetime problem of co-operative tax- 
ation should have been solved upon its merits long before 
this time. Each time tax rates have increased since 1946 


the margin of disparity has widened. 


It has been clearly established that a co-operative corpor- 
ation is an entity separate from that of its members and as 

such open to the-application of a full and equal measure of 
taxation. The claim that co-operatives have no income has 

been clearly rejected by the McDougall Royal Commission and 

the Income Tax Act itself recognizes the fact that co-operatives 
do have income. It would seem therefore that the main issue 

to be resolved is the question of the true nature of patron- 


age dividends - price adjustment or distribution of profit? 


SECTION III 


D. PATRONAGE DIVIDENDS ~ PRICE ADJUSTMENT 
OR DISTRIBUTION OF PROFIT 


It is a basic co-operative principle, coming down from the 


beginnings at Rochdale more than a century ago, that the pro- 
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fits of the business should be distributed to member- 

owners in cash, and this would apply whether taxes were 

paid or not. If it were being done -- if co-operatives 
actually did distribute their earnings in cash =-- co- 
operative businesses could never have grown at the rate that 


they have recently achieved. 


Instead of making their dispositions in cash, they have 
devised a plan whereby their payments of patronage dividends 
are in the form of scrip -- in preferred or common stock -- 
in certificates of indebtedness -~ while the actual cash, 
including the very considerable amounts of money that would 
normally be paid in taxes to the Federal Government, is added 


to capital structure and reserves. 


In other words, a co-operative is able to pyramid itself 
year after year out of accumulated earnings that its compet- 


itors pay to the Federal Government in the form of taxes. 


Co-operative leaders declare that patronage dividends are 

not profit; they are simply the surplus resulting from over- 
charging. They state that any ordinary business could make 
the same arrangement with its patrons and fall into the same 


tax category as the co-operative. 


Accorcing to normal accounting procedures the operations. of 
any business concern can show only one of three operating 


results:e- 


(a) An Even Balance = when assets and liabilities 


are equal. 


(b) A Loss - when liabilities exceed assets. 


ie i ; 
Aue : Beri. 
he pe 


rail 
. aha <) Seeman 


iy hie 4 


* Rie i 


D ee 4 
7 ; 


‘ 
yt 
> iT 


fh i _y yi) a HW i 
7 ay pret Ryarrstot atuttuba eae oe ee 
ie 


ye 
ae Af 


ne Pei mes ~ ete . 
Ce , | fe a 
chao * a ee 


—. — Tektite dott ins 4 cnn oe soil 


: "ed Wal i Nea) ni “oven, mina 


(ie a 0° EEE a aPC ce i) 
ne chosdivib ayamerte: ds "ithe ae 
| 1 gat taeda sorittinss mtt'An xd tambeelind euuiian 
. GhiteminDie te eirutaeeny wit omiseceqe-oo Lie wibanvia ved bf 
ARR: GRIEF EIOF ED Le Yraineeee otenie wt? yh eyeiteregn gtaaue! 
Pillewiws bre prhoahive epeorrs Ye one) welt md opntivree 
OPM OIE aprtorse tovbuns emeld be moter, saree * 
ARO WA BME 92 oorencpresrons abs oe? bs exP¥ hermit Boe 
AMIATOA Wei) ct erst each wert asesre aay Premmven euitawiene 
sidevtysnos Yieve fenei«s efni beet! Hes telessiote colle 

ebupisine econlaid ts aq 3 


/ we way #8 cd ereenee iebivib epanettag wie Re ysoned eet (Oh 
M, AVAIRTOGE“O) |! "ben 2m eemriged pall «2 «wnemgueby 
Weds ole eetteinet ¢ gotyoa vo yolpraly ys Hor de xwvlyee 


Page 13. 


(c) A Profit - when assets are greater than liabilities. 


As far as ordinary businesses are concerned, this "over- 
charging" is a profit. It is our contention that the surplus 
snown by co-operative businesses is "profit" just as well as 
the surplus shown by any business. Both surpluses are derived 


from the same source. 


When co-operatives claim that "no tax discrimination exists 
because ordinary business can distribute patronage dividends 

to its patrons and fall into the same tax category as the co- 
operative", they simply admit that co-operatives are in a dif- 
ferent tax category than other businesses. This invalidates 
the meaning of the traditional co-operative claim that "“co- 
operatives pay exactly the same taxes that other business organ- 


izations pay." 


The establishment in the framework of the Income Tax Act of 

the deductibility of patronage dividends (co-operatives and 
ordinary businesses) is cf the greatest significance in that 

it has accorded all co-operatives the opportunity of eliminating 
taxable earnings by the simple expedient of allocating such 
earnings in the form of patronage dividends, and reinvesting 

a substantial portion of these tax-free earnings into expansion 
and diversification. The main consequence is that the co- 
operative movement has spread from the farm to the factory, 
retailer, wholesaler and indeed into almost every conceivable 


type of business enterprise. 


The theory of the patronage dividend apnears tc be that the 
co-operative is doing "business at cost". The co-operative 


arrives at cost by charging or paying a tentative orice above 
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or below cost, as the case may be, depending upon whether 

it is a purchasing or a marketing co-operative and then pay- 
ing a patronage dividend at the end of the year to arrive at 
"true cost". By comparison, may it be pointed out, that if 
ordinary business corporations were to attempt to do business 
with their stockholders at cost, even by agreement, there is 
little doubt but that the National Revenue Department would 
disrejard such agreement as not at “arms length" disguising 


a distribution of its earnings to its stockholders. 


Co-operatives maintain that patronage dividends are properly 
excludible or deductible from the gross income of a co- 
operative corporation on the theory that such dividends repre- 
sent rebates, discount, price adjustments or refunds made pur- 
suant to contract to their member-patrons. The fact is that 
patronage dividends are not substantially akin or even similar 
to bona fide price adjustments; to the contrary, they are 


earnings of co-operatives distributed as profit to members. 


Even on the most cursory examination, many differences between 


a price adjustment and a patronage dividend can be noted. 


(a) Price adjustments or rebates are generally 
regarded in the commercial world as payments 
‘made for the encouragement of case payments, 
quantity purchases or continued future patron- 
age. These considerations-are absent in the 
case of patronage dividends which serve only 


as a vehicle for the distribution of profits. 


(b) Patronage dividends are paid only in the event 
of profit. Price rebates are usually independent 


of profit. 
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Patronage dividends are paid months and even 
years after the sales involved. Price rebates 


are generally paid at the time of the transaction. 


‘Patronage dividends are paid in a form and an 


amount at the discretion of the co-operative. 


Such discretion is not available to ordinary 


businessmen called upon to make a price adjustment. 


Patronage dividends are subordinated to the 
payment of creditors and other liabilities. 


Price rebates are not. 


Patronage dividends bear no relation to the 
profit realized by the corporation and its 
transaction with the individual member to whom 
the dividend is distributed. The price adjust- 
ment or rebate theory of co-operatives assumes 
that a calculation of profit on each individual 
member's business is undertaken, but in fact, 
no such calculation ever takes place. The 
individual member's transactions may result in 
a loss to the co-operative but he still receives 
a dividend based on profits gained in another 
wholly unrelated segment of the business. 

His transaction may result in profits much 


more or much less than the average margin 
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and yet his dividend is determined on the 
basis of the average margin. The co-operative 
may realize profits upon transactions with its 
members and such profits ian become non- 
distributable due to corporate losses in other 


enterprises. 


These factors point up the fact that patronage dividends 
are paid not from the profits of each member's dealings, 


but out of corporate earnings as a whole. 


Patronage dividends are a reflection of the earning power 
of activities carried out solely by the co-operative itself. 
A marketing co-operative may not only market but it may store, 
process and manufacture. All their activities have commercial 
value, the profits of which belong to the co-operative and 

- 
the co-operative alone. It is plain nonsense to treat these 


amounts as price adjustments. 


Therefore, the price adjustment theory, the only semblance of 
sunport to the patronage dividend deduction, disintegrates 
on examination. It is overdue to be eliminated as deductible 


in the calculation of income tax. 


The true nature of patronage dividends was well summed up in 
the publication "Recent Growth In Canadian Co-operatives". 


The author stated on Page 36:- 
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"Nor does the view that co-operatives’ net 
surplus is not profit find much support out- 
side the movement itself. As a recent care- 
ful study has stated this matter, it is rather 
that 'co-eperatives are organized to increase 
the gain of their members, and to the extent 
that they do, they have profits. A rebate 
is only such if paid to a person whose interest 
is adverse to that of the business which pays 
it’. 14- It is further noted that'’the source of 
the patron-members' real gain is the trans- 
actions of their associations with others whose 
interests are adverse to theirs. Their inter- 
ests, like those of the stockholders of an 
ordinary corporation, are furthered by the oper- 
aticns of a separate and distinct business 
entity.’ 3" : 


14. See Robert T. Patterson, "The Tax Exemption of Co-Operatives" 


(New York: University Publishers), 1961, P. 71. 


15. Ibid. P. 82. 


Another contention of co-operatives is that if they were to be 
taxed on their net margin, they could frustrate such a program 


by doing “business at cost". 


Such a proposition is economically impracticable for any busi- 
ness. Any co-operative attempting it would court certain bank- 
ruptcy. In any event, competitive businessmen would welcome 
such a turn of events as it would eliminate the power of co- 


operatives to expand and grow on tax-free dollars. 


We submit that it is grossly unfair to discriminate between 
ordinary companies and co-operatives just because of the basis 
of distribution of their earnings. This point was neatly sum- 
med up by Professor McIvor in the publication "Recent Growth 


in Canadian Co-operatives" again at Page 36. 
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Page 18. 


Professor McIvor stated:- 


"The essence of this discrimination lies 

in the fact that whereas Section 75 (1) 

makes no distinction in the ‘quality’ or 
nature of income earned by co-operatives 

and by ordinary corporations, it does 

make a distinction in the taxing of such 
income, depending upon the perticular pat- 
tern in which it is distributed. If the 
enterprise chooses to distribute these net 
earnings with reference to patronage, Section 
75 (1) becomes applicable in reducing tax- 
able income; if it distributes earnings with 
reference to share capital, Section 75 (1) 
does not apply. Among the possible object- 
ives of such tax legislation, equity is one 
which does not appear to be achieved by a 
situation in which the differential treatment 
rests solely upon the particular internal 
pattern of claims upon earnings which the 
enterprise chooses to adcpt." 


At this point, we respectfully suggest that it is undesirable 
from their point of view for cnosations to be in a prefer- 

red tax category which is bound to nurture a feeling of exempt- 
ion, by law, from accepting a fair degree of public responsiblity 
at the level of Federal Government. We believe that there is 

a growing consciousness among co-operative members that this 

is not the time to think and act selfishly and that the co- 
ooerative movement should accept its responsiblity at the in- 
come tax level just as it does in the case of less costly taxes 


at the local level. 


It was observed by Professor ilcIvor in "Recent Growth in 


Canadian Co-operatives" at page 37:- 


"In exceptional cases among co-operative 
leaders, the writer has found agreement 
with the view that Canada's present income 
tax provisions do discriminate in favour of 
co-operatives and that the movement might, 
in the long run, very well gain from the 
removal of this chronic source of friction." 
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Page 19. 


We believe that there are probably a great many co-operative 
members whom Professor McIvor did not have an opportunity of 
meeting but who share the view that co-operatives are doing 
themselves a disservice by attempting to retain an unjustified 


tax privilege. 


SECTION IV 
AND _R TIONS 


Corporate and Business profits are significant sources of 

tax revenues for the Federal Government; likewise they constit- 
ute an important expense for business firms paying the taxes. 
Complete or partial freedom from the payment of corporation 
Income Taxes has long been a substantial competitive advantage 
to co-operatives and this is demonstrated by their phenomenal 


rate of growth. 


As a group, co-operatives have attempted to justify tax advant- 
ages on the theory that the co-operative method of doing bus- 
iness does not give rise to any net on or profit.~ This 
theory has been rejected by the Royal Commission on Co-operatives 
and by present income tax legislation. It finds no support other 
than among co-operative partisans. It is unconditionally recog- 
nized that a typical co-operative, if successful, like any 
ordinary corporation, does have an operating profit at the end 
of its fiscal period which may be increased or diminished by 
other income or expense. In the conduct of its business, the 
co-operative has bought at market prices, paid prevailing wages, 
and sold its products at standard prices. Its relations with 
both the public and with its employees have been no different 


from those of the ordinary corporation. 
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At the end of the fiscal period, after other income -- 
usually patronage dividends from affiliated co-operative 
organizations or subsidiaries -- has been added to the 
operating profit, a patronage dividend is allocated, but 
net necessarily paid in cash. More often a substantial 
portion of the patronage dividend is reinvested in the co- 
operative enterprise as tax-free capital. It is asserted 
that these patronage dividends are not a distribution of 
profit but simply a rebate of “overcharges” or a “price 
adjustment". This is the only claim upon which there can 
be any semblance of justification for the special tax treat- 
ment of patronage dividends and the claim is found to be 


invalid by recent impartial economic studies. 


It cannot be over-emphasized that the return, by way of 
patronage dividend, to any one member is not simply e repay- 
ment of the overcharg: made to that witticaiae member, it 
represents the result of and the profit on all the co- 
operative's trading ventures. Some of these ventures may 
have little connection with the transactions carried out by the 
members ( i.e. the co-operative's profit may all have stemmed 
from its real estate holdings) and in any event the return 
cannot be linked to the transaction with any one member -- it 
represents the consolidated results of the whole. In other 
words, the co-operative member, just like an investor in an 
ordinary company, participates in the trading fortunes of his 


co-operative. 


Other arguments for the tax privileges of co-operatives cannot 
seriously be considered as realistic. No logical defense can 


be offered in support of the three-year tax exemption of co- 
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operatives. There are no reasonable grounds to consider pat- 
ronage dividends in the hends of recipients as anything else 


but similar to corporation dividends in the hands of shareholders. 


To properly achieve equity in the taxation of co-operatives, 
tax legislation should apply equally to the profits of ordinary 
business and co-operatives. Dividends paid by both forms of 
business should be Liable to the same rates of taxation in the 
hands of recipients, each receiving benefit of any prevailing 


tax credits or allowances. 


The problem of the co-operative tax situation is critical. It 
represents the greatest inequity in our taxation system and 
this inequity should be removed. Until the profits of co- 
operatives are exposed to equalized taxation, perpetuation of 
this enormous wrong will continue to impede fair competition, 


erode the tax base and decrease the national revenue. 


It is the proposal of this Association that equality of tax- 
ation between co-operatives and ordinary business can be ac- 


hieved by parliamentary action along the following lines:- 


1. Rescinding the three-year tax holiday for new 


co-operative businesses. 


2. Disallowing the deduction of patronage 
dividends {co-eperative and ordinary 
business), as deductions in the calculation 


of Income Tax. 


Page 22. 


3. Providing for similar tax treatment of patron- 
age dividends and aacenatten dividends in the 
hands of their recipients, granting at the 
same time, equal tax credits or allowances 


which may prevail. 
All of which is respectfully submitted. 
RETAIL LiERCHANTS ASSOCIATION OF CANADA 
(RiANITOBA) INC. 


HARVEY A. CAREICHAEL, PRESIDENT. 
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SCHEDULE "A" 
CANADIAN INCOME TAX ACT 
1961 Edition 


Section 73 ' (Pages 179, 180) -- QD-OPERATIVES 
Section 73 (1) 


(1) 3-year exemption. No tax is payable under this Part upon the 
taxable income for each of the first 3 taxation years after commencement 
of its business of a corporation that comienced business on or after Jan- 
uary 1, 1947, and that was incorporated under provincial legislation res- 
pecting the establishment of co-operative corporations for the purpose of 
marketing (including processing incident to or connected therewith) nat- 
ural products belonging to or acquired from its members or customers, of 
purchasing supplies, equipment or household necessaries for or to be sold 
to its members or customers or of performing services for its members or 
customer, if, during the taxation year, 


(a) the statute under which it was incorporated, its charter, art- 
icles of association or by-laws or its contracts with its 
members or its members and customers held forth the prospect 
that payment would be made to them in proportion to patronage, 


(b) none of its members had more than one vote in the conduct of the 
affairs of the ses uraig 


(c) at least 90% of its members are individuals aod at leest 90% 
of its shares, if any, are held by individuals, 


(d) the rate of interest on capital subscribed by its members or 
the rate of its dividends on its shares did not exceed 5% per 
annum, 3 

(e) the value of the products marketed for or acquired from, sup- 
plies, equipment and household necessaries purchased for or 
sold to, and services performed for, its customers other than 
members did not exceed 20% of the total thereof for all its 
business, and 


(f) the business carried on by the corporation was not a contin- 
uation of a previous business in which a substantial number of 
its members had a substantial interest, either as shareholders 
of a corporation carrying on the previous business or otherwise. 


Section 73 (2) 


(2) NON-APPLICATION OF PAR. (a), ss. (2), Sec. 81. Paragraph (a) 
of sub-section (2) of section 81 does not apply where the corporation that 
redeemed or acquired its common shares or that reduced its common stock 
is a corporation that was incorporated under provincial legislation respect- 
ing the establishment of co-operative coroorations for the purpose of mar- , 
keting (including processing incident to or connected therewith) natural 
products belonging to or acquired from its members or customers, of pur- 
chasing supplies, equipment or household necessaries for or to be sold to 
its members or customers or of performing services for its members or cust- 
omers. 
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Section 73 (3) 


(3) PROVINCIAL GRANT. Where a corporation that was incorporated 
under provincial legislation respecting the establishment of co-operative 
corporations for the purpose of marketing (including processing incident 
to or connected therewith) natural products belonging to or acquired from 
its members or customers, of purchasing supplies, equipment or household 
necessaries for or to be sold to its members or customers or of performing 
services for its members or customers has received a grant from the govern- 
ment of a province that was not fixed by reference to natural products 
marketed, supplies, equipment or household necessaries purchased or sold 
or services performed by it, 


(a) no amount shall be included in respect of the grant in 
computing the corporation’s income for any year, and 


(b) paragraph (h) of subsection (6) of section 20 is not ap- 
plicable in respect of any property in respect of or for 
the acquisition of which it was received. 


Section 75. (Pages 181, 182, 183, 184) 


PATRONASE DIVIDENDS 
Section 75 (1) 


(1) Deduction in computing income. Notwithstanding anything in this 
Part, there may be d2ducted, in c«::nuting income for a taxation year, the 
aggregate of the payments made, cursuant to allocations in proportion to 
patronage, by a tarctyer. 


(a) within the year or within 12 months thereafter to his cust- 
omers of the year, and 


(b) within the year or within 12 months thereafter to his cust- 
omers of a previous year, the deduction of which from income 
of a previous taxation year was not permitted. 


Section 75 (2) 


(2) Limitation where non-memcer customers. Notwithstanding sub- 
section (1), if tne taxpayer has not made allocations in proportion to pat- 
ronage in respect of 211 his customers of the year at the same rate, with 
aporopriate differences for different types or classes of goods, products or 
services, or class2s, grades or qualities thereof, the amount that may be 
deducted under this section is an amount equal to the lesser of 


(a) the aggregate of the payments mentioned in subsection (1), 
or 


(b) the agyregate of 


(i) the part of the income of the taxpayer for the year 
attributable to business done with members, and 


(ii) the allocations in proportion to patronage made to 
non-member customers of the year. 
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Section 75 (3) 


(3) i 2 rence to capital loyed. Where the deduct- 
ion of an amount under subsection (1) or (2) would result in the taxoayer's 
taxable income for the taxation year (before deduction of any amount under 
section 27 in respect of business losses) being less than the amount by 
which 


(a) 3% of the capital employed in the business at the commence- 
ment of the year, 


exceeds 


(b) the interest, if any, paid on borrowed moneys (other than 
moneys borrowed from a bank incorporated under the Bank Act 
or from a corporation or association described in paragraph 
(k) of subsection (1) of section 62) and deductible in 
computing his income for the year, 


the amount that may be deducted under this section is such as will leave 
the taxpayer with a taxable income (before deduction of any amount 
“under section 27 in respect of businesses losses) equal to the excess. 


Section & 
(4) Definitions. For the purposes of this section, 


(a) “allocation in proportion to patronage" for a taxaticn year 
means an amount credited by a taxpayer to a customer of that year on terms 
that the customer is entitled to or will receive payment thereof, computed 
at a rate in relation to the quantity, quality or value of the goods or pro- 
ducts acquired, marketed, handled, dealt in or sold, or services rendered 
by the taxpayer from, on behalf of or to the customer, whether as principal 
or as agent of the customer or otherwise, with appropriate differences in 
the rate for different classes, grades or qualities thereof, if 


(i) the amount was credited 
(A) within the year or within 12 months thereafter, and 


(B) at the seme rate in relation to quantity, quality 
or value aforesaid as the rate at which amounts were 
Similarly credited to all other customers of that 
year who were members or to all other customers of 
that year, as the case may be, with appropriate dif- 
ferences aforesaid for different classes, grades or 
qualities, and 


(ii) the prospect that amounts would be so credited was held 
forth by the taxpayer to his customers of that year who 
were members or non-member customers of that year, as 
the cese may be; 


(b) "capital employed in the business" shall be computed in 
accordance with the First Schedule to The Excess Profits Tax Act, 1940, 
except that no deduction shall be made from capital in respect of borrowed 
moneys (other than moneys borrowed from a bank incorporated under the Bank 
Act or from a corporation or association described in paragraph (k) of 
subsection (1) of section 62); 
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(c) “customer” means a customer of a taxpayer and includes 
a person whe sells or delivers goods or products to the taxpayer, or for 
whom the taxpayer renders services; 


(d) “consumer goods on services" means goods or services the 
cost of which was not deductible by the taxpayer in computing the income 
from a business or property; 


(e) “income of the taxpayer attributable to business done 
with members" of any taxation year means that proportion of the income of 
the taxpayer for the year (before making any deduction under this secticn) 
that the value of the goods or products acquired, marketed, handled, dealt 
in or sold or services rendered by the taxpayer from, on behalf of, or for 
members, is of the total value of goods or products acquired, marketed, 
handled, dealt in or sold or services rendered by the taxpayer from, on 
behalf of, or for all customers during the year; 


(f) “payment” includes 


(i) the issue of a certificate of indebtedness or shares of 
the taxpayer or of a corporation of which the taxpayer is a subsidiary 
wholly-owned corporation if the taxpayer or that corporation has in the 
year or within 12 months thereafter disbursed an amount of money equal to 
the acgregate face value of all certificates or shares so issued in the 
course of redeeming or purchasing certificates of indebtedness or shares 
of the taxpayer or that corporation previously issued, 


(ii) the application by the taxpayer of an amount to a 
member's liability to the taxpsyer (including, without restricting the gen- 
erality of the foregoing, an @ ount applied in @lfilment of an obligation 
of the member to make a loan to the taxpayer and an amount applied on ac- 
count of payment for shares issued to a member) pursuant to a by-law of the 
taxpayer, pursuant to statutory authority or at the request of the member, 
or 


(iii) the amount of a payment or transfer by the taxpayer 
that, under subsection (1) of section 16, is required to be incl ed in 
computing the income of a member $ 


(g) “member" means a person who is entitled as a member or 
shareholder to full voting rights in the conduct of ine affairs of the tax- 
payer (being a corporation) or of a corporation of which the taxpayer is a 
subsidiary wholly-owned corporation; and 


(nh) “non-member customer" means a customer who is not a mem- 
ber. 


Section 75 (5) ” 


(5) Holding forth prospect of allocations. For the purpose of this 
section a taxpayer shall be deemed to have held forth the prosvect that 
amounts would be credited to a customer of a taxation year by way of alloc- 
ation in proportion to patronage, if 


(a) throughout the year the statute under which the taxpayer was 
incorporated or registered, its charter, articles of assoc- 
jation or by-laws or its contract with the customer held 
forth the prospect that amounts would be so credited to 
customers who are members or noh-member customers, as the 
case may be, or 


(b) prior to the commencement of the year or prior to such 
other day as may be prescribed for the class of business 
in which the taxpayer is engaged, the taxpayer has pub- 
lished an advertisement in prescribed form in a news- 
paper or newspapers of general circulation throughout 
the greater part of the area in which the taxpayer carried 
on business holding forth that prospect to customers who 
are members or non-member customers, as the case may be, 
and has filed copies of the newspapers with the Minister 
before the end of the thirtieth day of the taxation year 
or within 30 days from the prescribed day, as the case 
may be. 


Section 75 (Sa) 


(5a) Saving provision. For the purposes of subsection (3), “Ss 
of the capital employed in the business at the commencement of the year” 
means, in any case where the taxation year of the taxpayer is less than 12 
months, that proportion of 3% of the capital so employed at the commence- 
ment of the year that the number of days in the year is of 365. 


Section 75 (6) 


(6) Customer's income. “here a payment has been received by a tax- 
payer in respect of an allocation in proportion to patronage (other than 
an allocation in respect of consumer goods or services), the amount thereof 
shall be included in computing the recipient's income for the taxation year 
in which the payment was received and, without restricting the generality 
of the foregoing, where a certificate of indebtedness or a share was issued 
te a person in respect of an allocation in proportion to patronage, the 
amount thereof shall be included in computing the recipient's income for 
the taxation year in which the certificate or share was received and not 
in computing his income for the year in which the indebtedness was subseq- 
uently discharged or the share was redeemed. 
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